




Offering Memorandum Strictly Private and Confidential 

~19§QQ,QQQ9QQQ 

$5QQ,QQQ,QQQ 3 .23  % First Mortgage Bands due 2020 
$75Q,QQQ9QQQ 5.125 % First Mortgage Bonds due 2040 

Kentucky Utilities Company i s  hereby offering $250,000,000 of First Mortgage Bonds, 1.625% Series due 2015 (the 
“2015 Bonds”), $500,000,000 of First Mortgage Bonds, 3.250% Series due 2020 (the “2020 Bonds”) and $750,000,000 of 
First Mortgage Bonds, 5.125% Series due 2040 (the “2040 Bonds” and, together with the 2015 Bonds and the 2020 Bonds, 
the “Bonds”). Interest on the Bonds is payable on May 1 and November 1 of each year, beginning on May 1, 201 1. The 
2015 Bonds will mature on November 1,2015, the 2020 Bonds will mature on November 1,2020 and the 2040 Bonds will 
mature on November 1,2040. We may redeem some or all of the Bonds at our option, in whole at any time or in part from 
time to time, at the redemption prices set forth in this offeiing memorandum under “Description of the Bonds- 
Redemption.” The Bonds will be issued in minimum denominations of $2,000 and in multiples of $1,000 in excess 
thereof. 

Each series of Bonds will be our senior secured indebtedness and will rank equally with all of our other outstanding 
senior secured indebtedness from time to time outstanding and issued under our 2010 mortgage indenture, as described in 
“Description of the Bonds - Security; Lien of the Mortgage” herein, 

Investing in the Bonds involves certain risks. See “Risk Factors” beginning on page 7 of this 
offering memorandum. 

Price per 2015 Bond: 99.650% plus accrued interest, if any, from November 16,2010 
Price per 2020 Bond: 99.622% plus accrued interest, if any, from November 16,2010 
Price per 2040 Bond: 98.915% plus accrued interest, if any, from November 16,2010 

The Bonds have not been registered under the Securities Act of 1933, as amended (the “Securities Act”), or any state 
securities laws. Accordingly, the Bonds are being offered and sold only to “qualified institutional buyers” in accordance 
with Rule 144A under the Securities Act and outside the United States to non-U.S. persons in accordance with 
Regulation S under the Securities Act. Prospective purchasers that are qualified institutional buyers are hereby notified 
that the seller of the Bonds may be relying on the exemption from the provisions of Section 5 of the Securities Act 
provided by Rule 144A. For a description of certain restrictions on transfers of the Bonds, see “Transfer Restrictions” and 
“Plan of Distribution.” The Bonds will not be listed on any securities exchange. 

We will enter into a registration rights agreement pursuant to which we will agree to file a registration statement with 
the 1J.S. Securities and Exchange Commission relating to an offer to exchange the Bonds for publicly tradable securities 
having substanlially identical teims. See “Registration Rights Agreement” for a description of this commitment. 

The initial purchasers expect to deliver the Bonds to purchasers in book-entry form only through the facilities of The 
Depository Tiust Company (“DTC”) and its participants, on or about November 16, 2010. 

Joint Book-Riiriiiirig Maringers 

Mitsubishi UF J Securities BS 
Co-Mnnngen 

BVA Securities RBC Capital Markets 
Sunnust Robinson Humphrey The Williams 

Credit Suisse 
Scotia Capital 

Santander 
Capital Group, L.P. 

The date of this offering memorandum is November 8, 2010. 



In  making your investment decision. you should rely only on the information contained in this offering 
memorandum and in any communication from us or the initial purchasers specifying the final terms of the 
offering . Neither we nor the initial purchasers have authorized anyone to provide you with different 
information . If anyone provides you with different or inconsistent information. you should not rely on it . 
We are not. and the initial purchasers a re  not. malting an  offer of the Bonds in any jurisdiction where the 
offer thereof is not permitted . The information contained in this offering memorandum speaks only as  of the 
date of this offering memorandum . 

References to the “Company. ” “we. ’. “us” and “our” in this offering memorandum are references to Kentucky 
IJtilities Company specifically or. if the context requires. to Kentucky IJtilities Company and its subsidiaries. 
collectively . The term “initial purchasers” refers to Credit Suisse Securities (IJSA) LLC and Merrill Lynch. Pierce. 
Fenner & Smith Incorporated and the other initial purchasers listed in “Plan of Distribution.” 
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We have prepared this offering memorandum solely for use in connection with the proposed sale of the 
Bonds described herein. The Company and the initial purchasers reserve the right to reject any offer to 
purchase, in whole or in part, for any reason, or to sell less than the amount of Bonds offered hereby. This 
offering memorandum is personal to each offeree and does not constitute an offer to any other person or to 
the public generally to subscribe for or otherwise acquire securities. This offering memorandum is a 
confidential document which we a re  providing only to prospective buyers of the Bonds in places where sales 
a re  permitted and not otherwise deemed unlawful. Distribution of this offering memorandum to any person 
other than the prospective investor and any person retained to advise such prospective investor with respect 
to its purchase is unauthorized, and any disclosure of any of the contents of this offering memorandum, 
without our prior written consent, is prohibited. Each prospective investor, by accepting delivery of this 
offering memorandum, agrees to the foregoing and agrees further not to make any photocopies of this 
offering memorandum, and if a prospective investor does not purchase Bonds or the offering is terminated, to 
destroy or return this offering memorandum to Kentucky Utilities Company, One Quality Street, Lexington, 
Kentucky 40507, Attention: Corporate Secretary. 

We have prepared this offering memorandum and we are  solely responsible for its contents. You a re  
responsible for making your own examination of the Company and your own assessment of the merits and 
risks of investing in the Bonds. By purchasing any Bonds, you will be deemed to have acknowledged that: 

0 you have reviewed this offering memorandum; and 

* you have had an opportunity to request any additional information that you need from us. 

We a re  not providing you with any legal, business, tax or other advice in this offering memorandum. You 
should consult with your own advisors as needed to assist you in making your investment decision and to 
advise you as to whether you a re  legally permitted to purchase the Bonds. 

You must comply with all laws and regulations that apply to you in any place in which you buy, offer or 
sell any Bonds or possess or distribute this offering memorandum. You must also obtain any consents or 
approvals that you need in order  to purchase any Bonds. Neither the Company nor any of the initial 
purchasers is responsible for your compliance with these legal requirements. 

We are  offering the Bonds in reliance on exemptions from the registration requirements of the Securities 
Act. These exemptions apply to offers and sales of securities that do not involve a public sale. The Bonds have 
not been recommended by any federal, state or foreign securities authorities, including the Securities and 
Exchange Commission (“SEC”), nor have any such authorities determined that this offering memorandum is 
accurate or complete. Any representation to the contrary is a criminal offense. 

The Bonds a re  subject to restrictions on resale and transfer as described under “Transfer Restrictions” 
and “Plan of Distribution” and may not be resold or transferred except as permitted under the Securities Act 
and the applicable state securities laws pursuant to registration or exemption therefrom. By purchasing 
Bonds, you will be deemed to have made certain acknowledgments, representations and agreements as 
described in the “lkansfer Restrictions” section of this offering memorandum. You may be required to bear  
the financial risks of investing in the Bonds for a n  indefinite period of time. 

The laws of certain jurisdictions may restrict the distribution of this offering memorandum and the offer 
and sale of the Bonds. Persons into whose possession this offering memorandum or any of the Bonds come 
must inform themselves about, and observe, any such restrictions. None of the Company or its represen- 
tatives, o r  any of the initial purchasers or any of their representatives, is making any representation to you 
regarding the legality of any investment in the Bonds by you under applicable legal investment or similar laws 
or regulations. 

This offering memorandum contains summaries believed to be accurate with respect to certain 
documents, but reference is made to the actual documents for complete information. All such summaries 
a re  qualified in their entirety by such reference. Copies of documents referred to herein (excluding 
confidential information contained therein, if any) will be made available to you upon request to the 
Company or the initial purchasers. 
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AVAILABLE INFORMATION 

The Company is not subject to the informational requirements of the Securities Exchange Act of 1934, as 
amended (the “Exchange Act”) and therefore does not file periodic reports or other infomation required thereby 
with the SEC. We have agreed to make certain information available to holders of the Bonds, as described under 
“Description of the Bonds - Agreement to Provide Information.” 

The Company will furnish upon the request of any holder of the Bonds, to such holder and a prospective 
purchaser designated by such holder, the information required to be delivered under Rule 144A(d)(4) under the 
Securities Act if at the time of the request the Company i s  not a reporting company under Section 13 or 
Section 15(d) of the Exchange Act. 

You may obtain such infomation from us, without charge, by either calling or writing to us at: 

Kentucky Utilities Company 
One Quality Street 

Lexington, Kentucky 40507 
Attention: Corporate Secretary 

Telephone: (502) 627-2000 

NOTICE TO NEW HAMPSHIRE RESIDENTS 

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A LICENSE 
HAS BEEN F L E D  IJNDER CHAPTER 421-B OF THE NEW HAMPSHIRE IJNIFORM SECURITIES ACT 
(“RSA 421-B”) WITH THE, STATE OF NEW HAMPSHIRE NOR THE FACT THAT A SECURITY IS 
EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW HAMPSHIRE 
CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE THAT ANY DOC- 
TJMENT FILED lJNDER RSA 421 -B IS TRIJE, COMPLETE AND NOT MISLEADING. NEITHER ANY SUCH 
FACT NOR THE FACT THAT AN EXEMPTION OR EXCEPTION IS AVAILABLE FOR A SECURITY OR A 
TRANSACTION MEANS THAT THE SECRETARY OF STATE OF NEW HAMPSHIRE HAS PASSED IN ANY 
WAY IJPON THE MERITS OR QIJALIFICATIONS OF, OR RECOMMENDED OR GIVEN APPROVAL TO, 
ANY PERSON, SECURITY OR TRANSACTION. IT IS IJNLAWFIJL TO MAKE, OR CAIJSE TO BE MADE, 

TENT WITH THE PROVISIONS OF THIS PARAGRAPH. 
TO ANY PROSPECTWE PIJRCHASER, CUSTOMER OR CLIENT ANY REPRESENTATION INCONSIS- 

REGISTRATION RIGHTS; SEC REVIEW 

We have agreed to file a registration statement with the SEC with respect to an exchange offer for the Bonds or 
a shelf registration with respect to resales of the Bonds. See “Registration Rights Agreement.” In the course of the 
review by the SEC of the registration statement, we may be required or we may elect to make changes to the 
information contained in this offering memorandum, including the description of our business, financial statements 
and other financial or other information. We believe that the financial data, including pro forma financial data, and 
other information included in this offering memorandum have been prepared in a manner that complies, in all 
material respects, with current practice and generally accepted accounting principles in the IJnited States of 
America (“U.S. GAAP”). However, comments by the SEC on any such registration statement may require 
modification, deletion or reformulation of the financial data and other information presented in this offering 
memorandum to comply with the regulations published by the SEC. Any such modification or reformulation may 
be significant. 

... 
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A WARNING ABOUT FORWARD-LOOKING STATEMENTS 

We use forward-looking statements in this offering memorandum. Statements that ale not historical facts are 
forward-looking statements, and are based on beliefs and assumptions of our management, and on information 
currently available to management. Foi ward-looking statements include statements preceded by, followed by or 
using such words as “believe,” “expect,” “anticipate,” “plan,” “estimate” or similar expressions. Such statements 
speak only as of the date they are made, and we undertake no obligation to update publicly any of them in light of 
new information or future events. Actual results may materially differ from those implied by forward-looking 
statements due to known and unknown risks and uncertainties. Factors that could cause actual results to differ 
materially fiom those indicated in any forward-looking statement include, but are not limited to: 

* fuel supply availability; 

0 weather conditions affecting generation production, customer energy use and operating costs; 

0 operation, availability and operating costs of existing generation facilities; 

* transmission and distribution system conditions and operating costs; 

0 collective labor bargaining negotiations; 

9 the outcome of litigation against us; 

* potential effects of thieatened 01 actual terrorism or war or other host 

our commitments and liabilities; 

* market demand and prices for eneigy, capacity, transmission services, emission allowances and delivered 
fuel; 

* competition in retail and wholesale power markets; 

* liquidity of wholesale power markets; 

defaults by our counterparties under our energy, fuel or other power product contracts; 

0 market prices of commodity inputs for ongoing capital expenditures; 

capital market conditions, including the availability of capital or credit, changes in interest rates, and 
decisions regarding capital structure; 

0 the fair value of debt and equity securities and the impact on defined benefit costs and resultant cash funding 
requirements for defined benefit plans; 

* interest rates and their affect on pension and retiree medical liabilities; 

* the impact of the current financial and economic downtuin; 

volatility in financial or commodity markets; 

* profitability and liquidity, including access to capital markets and credit facilities; 

* new accounting requirements os new interpretations or applications of existing requirements; 

securities and credit ratings; 

0 current and future environmental conditions and requirements and the related costs of compliance, including 

political, regulatory or economic conditions in states, regions or countries where we conduct business; 

e receipt of necessary governmental permits, approvals and rate relief; 

new state or federal legislation, including new tax, environmental, health care or pension-related legislation; 

state or federal regulatory developments; 

environmental capital expenditures, emission allowance costs and other expenses; 

iv 



e the impact of any state or federal investigations applicable to us and the energy industry; 

* the effect of any business or industry restructuring; 

0 development of new projects, markets and technologies; 

performance of new ventures; and 

* asset acquisitions and dispositions. 

In light of these risks and uncertainties, the events described in the forward-looking statements might not occur 
or might occur to a different extent or at a different time than we have described. For additional details regarding 
these and other risks and uncertainties, see “Risk Factors” on page 7 of this offering memorandum. 
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SUMMARY 

This siiiiziiiary Iziglzlights certaiii iifor-rnatiori coiicerriiiig the Coiiipariy arid this offeriiig that i i i q  be curitairzed 
elsewliere iii this offeriiig ineiiiuraridiiiii. This siirnriiary is iiot corizplete arid does iiot coiitaiii all the irforiiintioii that 
iiiay be irizportaiit to yoir. Yoii slzoirld read this offering ~iieiiioraiidir~ii iii itA entirety before iiinkirig ai7 iin~estiiierit 
decisioii. 

Kentucky Utilities Company 

Kentucky ‘IJtilities Company (the “Company”), incorporated in Kentucky i n  1912 and in Virginia in 1991, is a 
regulated public utility engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, 
Virginia and Tennessee. We provide electric service to approximately 5 15,000 customers in 77 counties in central, 
southeastern and western Kentucky, to approximately 29,000 customers in 5 counties in southwestern Virginia and 
5 customers in Tennessee. Our service area covers approximately 6,600 square miles. During the first three quarters 
of 2010, approximately 99% of the electricity generated by us was produced by our coal-fired eleclric generating 
stations. The remainder is generated by a hydroelectric power plant and natural gas and oil fueled combustion 
turbines. In Virginia, we operate under the name Old Dominion Power Company. We also sell wholesale electric 
energy to 12 municipalities. 

Our principal executive offices are located at One Quality Street, Lexington, Kentucky 40507 (Telephone 
number (502) 627-2000). 

Recent Developments 

PPL, Acqiiisitiori 

On November 1, 2010, we became an indirect wholly-owned subsidiary of PPL Corporation (“PPL”), when 
PPL acquired all of the outstanding limited liability company interests in our direct parent, L,G&E and KU Energy 
LLC (“Parent”) (formerly E.ON U S .  LLC), from E.ON US Investments Corp. Our Parent, a Kentucky limited 
liability company, also owns our affiliate, Louisville Gas and Electric Company (“LG&E’)), a regulated public 
utility engaged in the generation, transmission, distribution and sale of electric energy and distribution and sale of 
natural gas in Kentucky. Following the acquisition, our business has not changed, and we and LG&E are continuing 
as subsidiaries of our Parent, which is now an intermediary holding company in the PPL group of companies. An 
abridged structure of the PPL group of companies, including our Parent, us and LG&E, is shown below: 

r 
PPL Energy , Supply, LLC 

I 

PPL Corporation 

({J.K. distribution 
business) 

Corporation (“Parent”) 

I 

Utilities and Electric 

PPL, incorporated in 1994 and headquartered in Allentown, Pennsylvania, is an energy and utility holding 
company. Through its subsidiaries, PPL Corporation owns or controls about 19,000 megawatts of generating 
capacity in the United States, sells energy in  key U.S. markets, and delivers electricity and natural gas to about 
5.2 million customers in the IJnited States and the United Kingdom. 



Neither PPL nor any of its other subsidiaries, including our Parent or LG&E, will be obligated to make 
payments on, or provide any credit support for, the Bonds. 

Repayment of Fidelia Ldoaii 

In connection with the acquisition of our Parent by PPL,, we were required to repay loans, in aggregate 
principal amount of $1.331 billion, from Fidelia Corporation (an affiliate of E.ON AG, a German corporation and 
the previous indirect parent company of our Parent). We repaid such loans with the proceeds of loans from a PPL 
subsidiary. We intend to use the proceeds of this offering to repay such loans. See “Use of Proceeds.” 

Credit Facility 

On November 1,2010, we entered into a $400 million unsecured Revolving Credit Agreement with a group of 
banks. Affiliates of the initial purchasers are lenders and/or agents under the new credit facility. IJnder this new 
credit facility, which expires on December 3 1,2014, we have the ability to make cash borrowings and to request the 
lenders to issue letters of credit. Borrowings will generally bear interest at LIBOR-based rates plus a spread, 
depending upon our senior unsecured long-term debt rating. The new credit facility contains a financial covenant 
requiring our debt to total capitalization to not exceed 70% and other customary covenants. Under certain 
conditions, we may request that the facility’s capacity be increased by up to $100 million. This new credit facility 
replaced an existing bilateral line of credit totaling $35 million that was terminated on the effective date of the new 
facility. 

Pollittioil Control Reveiiue Bonds 

On October 29,2010, in anticipation of the issuance of the Bonds, and to comply with certain requirements to 
similarly secure approximately $35 1 million of previously unsecured pollution control revenue bonds issued by 
various counties in Kentucky on our behalf, we issued approximately $35 1 million of first mortgage bonds under the 
Mortgage (as defined in, and as further described under, “Description of the Bonds”) to the trustees under the 
revenue bond indentures pursuant to which such pollution control revenue bonds were issued. 

Kentucky Rate Case 

In January 2010, we filed an application with the Kentucky Public Service Commission (the “Kentucky 
Cornmission”) requesting an increase in electric base rates of approximately 12%, or $135 million annually, 
including an 11.5% return on equity. We requested the increase, based on the twelve month test year ended 
October 31, 2009, to become effective on and after March 1, 2010. The requested rates were suspended until 
August 1, 2010. A number of intervenors entered the rate case, including the office of the Attorney General of 
Kentucky (the “AG”), certain representatives of industrial and low-income groups and other third parties, and 
submitted filings challenging our requested rate increases, in whole or in part. A hearing was held on June 8,2010. 
We and ail of the intervenors except the AG agreed to a stipulation providing for an increase in electric base rates of 
$98 million annually and filed a request with the Kentucky Commission to approve such settlement. An order in the 
proceeding was issued in July 2010, approving all the provisions of the stipulation, with rates effective on and after 
August 1, 2010. 

PPL Acquisition Approvals 

In September 2010, the Kentucky Commission approved a settlement agreement among PPL and all of the 
intervening parties to PPL:s joint application to the Kentucky Commission for approval of its acquisition of 
ownership and control of, oui Parent, the Company and LG&E. In the settlement, the parties agreed that we and 
LG&E would commit that no base late increases would take effect before January 1, 2013. The Company’s rate 
increase that took effect on August 1,2010 (as described above) will not be impacted by the settlement. TJnder the 
t a m s  of the settlement, we retain the right to seek approval for the deferral of “extraordinary and uncontrollable 
costs.” Interim rate adjustments will continue to be permissible during that period for existing fuel, environmental 
and demand-side management (“DSM’) recovery mechanisms. The agreement also substitutes an acquisition 
savings shared deferral mechanism for the requirement that the Company file a synergies plan with the Kentucky 
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Commission. This mechanism, which will be in place until the earlier of five years or the first day of the year in  
which a base rate increase becomes effective, permits the Company to earn up to a 10.75% return on equity. Any 
earnings above a 10.75% return on equity will be shared with customers on a 50%/50% basis. The settlement 
agreement contained a number of other commitments with regard to operations, workforce, community involve- 
ment and other matters. 

In October 201 0, both the Virginia State Corporation Commission (the “Virginia Commission”) and the 
Tennessee Regulatory Authority approved the transfer of control of the Company from E.ON US Investments Corp. 
to PPL. Each of these orders contained certain commitments with regard to operations, workforce, community 
involvement and other matters. 

In October 201 0, the Federal Energy Regulatory Commission (“FERC”) approved a September 201 0 
settlement agreement among the Company, LG&E, other applicants and protesting parties. The settlement 
agreement includes various conditional commitments, such as a continuation of certain existing undertakings 
with protesters in prior cases, an agreement not to terminate certain of our municipal customer contracts prior to 
January 2017, an exclusion of any transaction-related costs from wholesale energy and tariff customer rates to the 
extent that we have agreed to not seek the same ti-ansaction-related cost from retail customers and agreements to 
coordinate with protesters in certain open or on-going matters. 

Company Strengths 

We ale a vertically integrated utility company that delivers electricity to appioximately 545,000 customers in 
Kentucky, Virginia and Tennessee. We believe the company operates in a constructive and fair regulatory 
environment that is generally viewed as balancing the interests of consumers and investors, generally providing 
timely recovery of approved environmental investments, as well as timely iecovery for fuel costs and gas supply. We 
believe that these regulatory mechanisms, together with peiiodic rate case filings, provide us the opportunity to earn 
our allowed return on equity over time. We also have strong customer service records as demonstrated by our J.D. 
Power regional awards for customer service in seven of the last ten years. We aggressively manage our operating 
costs and have retail rates that are low compared to other utilities, with 2009 electric retail rates approximately 30% 
below the Midwest average and 32% below the overall U.S. average, according to the Edison Electric Institute. 

We expect to experience significant rate base growth over the next five years. At September 30, 2010, we 
anticipated that our capital expenditures would total approximately $1.1 billion between 2010 and 2012, resulting in 
expected rate base growth of approximately $575 million over that period. In addition to this estimate, evolving 
environmental regulations will likely increase the level of capital expenditures above the amounts currently 
expected over the next several yeais. See “Business - Environmental Matters.” We expect that a significant portion 
of the planned capital expenditures would be recovered through the environmental cost recovery mechanism 
(“ECR’)), a mechanism based on Kentucky law that generally provides timely recovery of regulatory approved costs 
associated with enviionmental compliance for coal-fired generation, although recovery cannot be assured. This 
mechanism includes construction work in progress and a return on equity, currently set at 10.63%. See ‘‘Business - 
Rates and Regulation” for a description of ECR and other recovery mechanisms available to the Company. 
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The Offering 
The followirig is a brief surnrnni-)~ of tlie principal t erm of the Borids arid iJ riot iriterided to be coriiplete. For a 

riiore coriiplete descriptiori oftlie Borids, please refer to “Descriptioii of the Borids” i i i  this ofleririg rizerizoraridiirii~ 

Issuer . . . . . . . . . . . . . . . . . . . . . . . . . . 
Securities Offered . . . . . . I . . . I . . . . . . 

Maturity Date . . . . . . I . I . . . . . . . I I . . 

Interest Rate and Payment Dates . . . . . . 

Optional Redemption. . . . . ~ . . . . . . . . 

Ranking . . . . . . . . . . I . . I . I . . . . . . I ~ 

Security . . . . . . . . . . . . . . . . . . . . . I 

Events of Default . . I . . ~ I . . . . . . . . . ~ 

Further Issuances. . ~ . . . . . . . . I I . . . . . 

Kentucky IJtilities Company, a Kentucky and Virginia corporation. 

$250,000,000 of First Mortgage Bonds, 1.625% Series due 2015 (the 
“201.5 Bonds”). 

$500,000,000 of First Mortgage Bonds, 3.250% Series due 2020 (the 
“2020 Bonds”) 

$750,000,000 of First Mortgage Bonds, 5.125% Series due 2040 (the 
“2040 Bonds”). 

The 2015 Bonds will mature on November 1, 201.5. 

The 2020 Bonds will mature on November I ,  2020. 

The 2040 Bonds will mature on November 1, 2040. 

The 201 5 Bonds will bear interest at the rate of 1.625% per annum, 
payable semi-annually in arrears on each May 1 and November 1, 
commencing May I ,  201 1. 

The 2020 Bonds will bear interest at the rate of 3.250% per annum, 
payable semi-annually in arrears on each May 1 and November 1, 
commencing May 1,201 1. 

The 2040 Bonds will bear interest at the rate of 5.125% per annum, 
payable semi-annually in arrears on each May 1 and November 1, 
commencing May 1, 201 1. 

Interest will accrue on the Bonds of each series from the date of 
issuance of such Bonds. 

We may redeem the Bonds at our option, in whole at any time or in part 
from time to time, on not less than 30 nor more than 60 days’ notice, at 
the redemption prices described under “Description of the Bonds - 
Redemption.” 

We may redeem, in whole or in part, Bonds of any or all series. 

Each series of Bonds will be our senior secured indebtedness and will 
rank equally in right of payment with our existing and future first 
mortgage bonds issued under our Mortgage. 

Each series of Bonds will be secured, equally and ratably, by the lien 
of the Mortgage, which constitutes, subject to Permitted Liens and 
certain exceptions and exclusions, a first mortgage lien on substan- 
tially all of our real and tangible personal property located in Kentucky 
and used in the generation, transmission and distribution of electricity 
(other than property duly released from the lien of the Mortgage in 
accordance with the provisions thereof and certain other excepted 
property, and subject to certain Permitted Liens), as described under 
“Description of the Bonds - Security; Lien of the Mortgage.” 

For a discussion of events that will permit acceleration of the payment 
of the principal of and accrued interest on the Bonds, see “Description 
of the Bonds - Events of Default.” 

Subject to compliance with certain issuance conditions contained in 
the Mortgage, we may, without the consent of the Holders of a series of 
the Bonds, increase the principal amount of the series and issue 
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additional bonds of such series having the same ranking, interest rate, 
maturity and other terms (other than the date of issuance and, in some 
circumstances, the initial interest accrual date and initial interest 
payment date) as the Bonds. Any such additional bonds would, 
together with the existing Bonds of such series, constitute a single 
series of securities under the Mortgage and may be treated as a single 
class for all purposes under the Mortgage, including, without limita- 
tion, voting, waivers and amendments. 

Our obligations to pay the principal of, premium, if any, and interest 
on the Bonds are solely obligations of the Company and none of our 
direct or indirect parent companies nor any of their subsidiaries or 
affiliates will guarantee or provide any credit support for our obliga- 
tions on the Bonds. 

Minimum denominations of $2,000 and integral multiples of $1,000 in 
excess thereof. 

The Bonds will be issued in fully registered book-entry form and each 
series of Bonds will be represented by one or more global certificates, 
which will be deposited with or on behalf of DTC and registered in the 
name of DTC’s nominee. Beneficial interests in global cei tificates will 
be shown on, and transfers thereof will be effected only through, 
records maintained by DTC and its direct and indirect participants, 
and your interest in any global certificate may not be exchanged for 
certificated bonds, except in limited circumstances described herein 
See “Description of the Bonds - Book-Entry Only Issuance - The 
Depository Trust Company.” 

The Bank of New York Mellon 

Under a registration rights agreement to be executed as part of this 
offering, we will agree to: 

file a registration statement with the SEC within 180 days after the 
date the Bonds are issued with iespect to a registered offer to 
exchange the Bonds for substantially identical Bonds that have 
been registered under the Securities Act and use commercially 
reasonable efforts to cause such registration statement to be declared 
effective by the SEC within 270 days after the date the Bonds are 
issued; and 

Company Obligations . . . . . 

Denominations . I I ~ . . . . . . . . . I . . 

Form of Bonds . . I I . . . . . . . . . . . . I . ~ 

Trustee . . I . . ~ . . . . . , . . . . . . . . . . . . 
Exchange Offer; Registration Rights . . . 

* commence the exchange offer promptly after the registration state- 
ment is declared effective by the SEC. 

In certain circumstances, we may also be required to file a shelf 
registration statement to cover resales of the Bonds. We will also agree 
to pay liquidated damages on the Bonds if we do not meet certain of 
our obligations under the registration rights agreement. See “Regis- 
tration Rights Agreement.” 

The Bonds have not been registered under the Securities Act or the 
securities laws of any jurisdiction. The Bonds are subject to certain 
restrictions on transfer and may only be offered or sold in transactions 
exempt from, or not subject to, the registration requirements of the 
Securities Act and applicable state securities laws. See “Transfer 
Restrictions.” 

Transfer Restrictions . . . . . . 



Absence of Established Market for the 
Bonds . . . . . . , . . . . . . . . . . . . . . I . ~ ~ ~ We do not plan to have the Bonds listed on any securities exchange or 

included in any automated quotation system There is no existing 
trading market for the Bonds, and there can be no assurance regarding 
any future development of a trading market for the Bonds, the price at 
which holders of the Bonds may be able to sell their Bonds or the 
ability of such holders to sell their Bonds at all. The initial purchasers 
have advised us that they currently intend to make a market for the 
Bonds. However, they are not obligated to do so and may discontinue 
any market-making with respect to the Bonds at any time without 
notice in their sole discretion. Accordingly, we cannot assure you of 
the development or liquidity of any market for the Bonds. 

In connection with the PPL acquisition of our Parent on November I ,  
2010, we boirowed funds from a PPL subsidiary, in order to repay 
loans from a subsidiary of E.ON AG. We plan to use the net proceeds 
received by us from the sale of the Bonds to repay the debt owed to the 
PPL subsidiary arising from that borrowing, and to use the remaining 
amount for general corporate purposes. See “1Jse of Proceeds.” 

You should carefully read the information under the heading “Material 
lJ.S. Federal Income Tax Consequences.” 

You should refer to the section entitled “Risk Factors” beginning on 
page 7 for a discussion of material risks you should carefully consider 
before deciding to invest in the Bonds. 

Use of Proceeds 

Certain U.S. Federal Income Tax 
Consequences . . I . ~ . . . . . I . . . . . . . . 

Risk Factors . . . . . . . . . . . . I . 
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RISK FACTORS 

Ari irivestiizeiit in the Boiicls iiivolves u iiiiiiiber of risks. Risks rlesci-ibed below shoiild be cnrefiilly corisiderecl 
togetlzer with the other iiforniatiori iricliidecl iii this osferirig riieriioraiidiirii. Atiy of the everits or circiiriistririces 
described LIS risks below coiild resiilt iii n sigriiJicarit or rnaterinl adverse effect or1 oiir biihiriess, resiilts of 
operatioris, cash flows orfiriniicial coiiditioii, arid a corresporidirig declirie iri the riiarket price o$ or oiir ability to 
repay, the Borids. The risks nricl iiricertnirities described below inay riot be the orily risks arid iiiicertriirities that we 
face. Aclditioiinl risks orid iiricertnirities riot ciirreritly krioivri or that we ciirr-eiitly deerii irnrnnterial inay also resiilt iri 

n sigiiiJicnrit or inaterinl adverse effect 011 oiir business, resiilts of operations, cnsh flow or fitinncia1 coiiditiori. 

Risks related to the Company 

Our Ijiisiiiess is subject to sigriificaiit arid cornplex goverririierital regulatioii. 

Various federal and state entities, including but not limited to the FERC, the Kentucky Commission, the 
Virginia Commission and the Tennessee Regulatory Authority, regulate many aspects of our utility operations, 
including: 

the rates that we may charge and the terms and conditions of our service and operations; 

0 financial and capital structure matters; 

0 siting and construction of facilities; 

* mandatory reliability and safety standards, and other standards of conduct; 

* accounting, depreciation, and cost allocation methodologies; 

tax matters; 

0 affiliate restrictions: 

0 acquisition and disposal of utility assets and securities; and 

* various other matters 

Such regulations or changes thereto may subject us to higher operating costs or increased capital expenditures 
and failure to comply could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state 
agencies, intervenors and other permitted parties may challenge our rate requests and ultimately reduce, alter or 
limit the rates we seek. 

Our profitability is highly dependent on our ability to recover the costs of providing energy and utility services 
to our customers and earn an adequate return on our capital investments. We currently provide services to our retail 
customers at rates approved by one or more federal or state regulatory commissions, including those commissions 
referred to above. While these rates are generally regulated based on an analysis of our costs incurred in a base year, 
the rates we are allowed to charge may or may not match our costs at any given time. While rate regulation is 
premised on providing a reasonable opportunity to earn a reasonable rate of return on invested capital, there can be 
no assurance that the applicable regulatory commissions will consider all of our costs to have been prudently 
incurred or that the regulatory process in which rates are determined will always result in rates that will produce full 
recovery of our costs or an adequate return on our capital investments. If our costs are not adequately recovered 
through rates, it could have an adverse affect on our business, results of operations, cash flows or financial 
condition. 

We have agi-eed, subject to certain limited exceptions such as fuel and environmental cost recoveries, that no 
base rate increase would take effect for our Kentucky retail customers before January 1, 2013. See “Summary - 
Recent Developments - PPL Acquisition Approvals.” 
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Trarisniissioii arid interstate market activities of the Company, as well as other aspects of the biisiiiess, 
are subject to sigiiificaiit FERC regulation. 

Our business is subject to extensive regulation by the FERC coveiing matters including rates charged to 
transmission users, market-based or cost-based rates applicable to wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of 
conduct and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of new 
rules or situations of non-compliance, including but not limited to the areas of market-based tariff authority, 
Revenue Sufficiency Guarantee ("RSG") resettlements in the Midwest Independent Transmission System Operator, 
Inc. market, mandatory reliability standards and natural gas transportation regulation can affect the earnings, 
operations or other activities of the Company. 

Changes in trarisniissiori arid wliolesale power market striictiires could increase costs or reduce revenues. 

Wholesale revenues fluctuate with regional demand, fuel prices and contracted capacity. Changes to trans- 
mission and wholesale power market structures and prices may occur in the future, are not estimable and may result 
in unforeseen effects on energy purchases and sales, transmission and related costs or revenues. These can include 
commercial or regulatory changes affecting power pools, exchanges or markets in which we participate. 

We undertake sigiiifcaitt capital projects arid these activities are subject to iiiiforeseeii costs, delays or 
failures, as well as risk of inadequate recovery of resulting costs. 

Our business is capital intensive and requires significant investments in energy generation and distribution and 
other infrastructure projects, such as projects for environmental compliance. The completion of these projects 
without delays or cost overruns is subject to risks in many areas, including: 

approval, licensing and permitting; 

* land acquisition and the availability of suitable land; 

skilled labor or equipment shortages; 

construction problems or delays, including disputes with third party intervenors; 

* increases in commodity prices or labor rates; 

* contractor performance; 

0 environmental considerations and regulations; 

* weather and geological issues; and 

political, labor and regulatory developments. 

Failure to complete our capital projects on schedule or on budget, or at all, could adversely affect our financial 
performance, operations and future growth. 

Our costs of conipliaiice witli, aiid liabilities wider, eiiviroriiiierital laws are significant aiid are subject to 
continriiiig changes. 

Extensive federal, state and local environmental laws and regulations are applicable to our air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance or 
alleged non-compliance cannot be predicted with certainty but could be material. In addition, our costs may 
increase significantly if the requirements or scope of environmental laws or regulations, or similar rules, are 
expanded or changed from prior versions by the relevant agencies. Costs may take the form of increased capital or 
operating and maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. Many of these 
environmental law considerations are also applicable to the operations of our key suppliers, or customers, such as 
coal producers, industrial power users, etc., and may impact the costs of their products or their demand for our 
services. 



Our operatirig results are affected by weather coiiditioiis, bchdiiig storins aiid seasonal temperature 
variations, as well as by significant man-made or accidental disturbances, iricbdiiig terrorisni or natural 
disasters. 

These weather or other factors can significantly affect our finances or operations by changing demand levels; 
causing outages; damaging infrastructure or requiring significant repair costs; affecting capital markets and general 
economic conditions or impacting future growth. 

We are subject to operational aiid fiitaiicial risks regarding potential developnierits coiiceriiirig global 
cliitiate change. 

Various regulatory and industry initiatives have been implemented or are under development to regulate or 
otherwise reduce emissions of greenhouse gases (“GHGs”), which are emitted from the combustion of fossil fuels 
such as coal and natural gas, as occurs at our generating stations. Such developments could include potential federal 
or state legislation or industry initiatives allocating or limiting GHG emissions; establishing costs or charges on 
GHG emissions or on fuels relating to such emissions; rcqniring GHG capture and sequestration; establishing 
renewable portfolio standards or generation fleet-diversification requirements to address GHG emissions; pro- 
moting energy efficiency and conservation; changes in transmission grid construction, operation or pricing to 
accommodate GHG-related initiatives; or other measures. Our generation fleet is predominantly coal-fired and may 
be highly impacted by developments in this area. Compliance with any new laws or regulations regarding the 
reduction of GHG emissions could result in significant changes to the Company’s operations, significant capital 
expenditures by the Company and a significant increase in our cost of conducting business. We may face strong 
competition for, or difficulty in obtaining, required GHG-compliance related goods and services, including 
construction services, emissions allowances and financing, insurance and other inputs relating thereto. Increases 
in our costs or prices of producing or selling electric power due to GHG-related developments could materially 
reduce or otherwise affect the demand, revenue or margin levels applicable to our power, thus adversely affecting 
our financial condition or results of operations. 

We are subject to physical, market arid ecoiioniic risks relating to poteritial effects of climate change. 

Climate change may produce changes in weather or other environmental conditions, including temperature or 
precipitation changes, such as warming or drought. These changes may affect farm and agriculturally-dependent 
businesses and activities, which are an important part of Kentucky’s economy, and thus may impact consumer 
demand for electric power. Temperature increases could result in increased overall electricity volumes or peaks and 
precipitation changes could result in altered availability of water for plant cooling operations. These or other 
meteorological changes could lead to increased operating costs, capital expenses or power purchase costs by the 
Company. Conversely, climate change could have a number of potential impacts tending to reduce demand. 
Changes may entail more frequent or more intense storm activity, which, if severe, could temporarily disrupt 
regional economic conditions and adversely affect electricity demand levels. As discussed in other risk factors, 
storm outages and damage often directly decrease revenues or increase expenses, due to reduced usage and higher 
restoration charges, respectively. GHG regulation could increase the cost of electric power, particularly power 
generated by fossil-fuels, and such increases could have a depressive effect on the regional economy. Reduced 
economic and consumer activity in our service area both generally and specific to certain industries and consumers 
accustomed to previously low-cost power, could reduce demand for our electricity. Also, demand for our services 
could be similarly lowered should consumers’ preferences or market factors move toward favoring energy 
efficiency, low-cai bon power sources or reduced electric usage generally. 

Our business is subject to risks associated witli local, riatiorial arid worldwide ecorioitiic conditions. 

The consequences of prolonged recessionary conditions may include a lower level of economic activity and 
uncertainty or volatility regarding energy prices and the capital and commodity markets. A lower level of economic 
activity might result in a decline in energy consumption, unfavorable changes in energy and commodity piices and 
slower customer growth, which may adversely affect OUI future revenues and growth. Instability in the financial 
maikets, as a result of recession or otherwise, also may affect the cost of capital and our ability to raise capital. A 
deterioration of economic conditions may lead to decreased production by our industrial customers and, therefore, 
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lower consumption of electricity. Decreased economic activity may also lead to fewer commercial and industrial 
customers and increased unemployment, which may in turn impact residential customers’ ability to pay. Further, 
worldwide economic activity has an impact on the demand for basic commodities needed for utility infrastructure. 
Changes in global demand may impact the ability to acquire sufficient supplies and the cost of those commodities 
may be higher than expected. 

Our biisiriess is concentrated in tlie Midwest United States, specifically Kentucky. 

Although we also operate in Virginia and Tennessee, the majority of our operations are concentrated in 
Kentucky. Local and regional economic conditions, such as population growth, industrial growth, expansion and 
economic development or employment levels, as well as the operational or financial performance of major 
industries or customers, can affect the demand for energy and our results of operations. Significant industries and 
activities in our service territory include automotive; aluminum and steel smelting and fabrication; chemical 
processing; coal, mineral and ceramic-related activities; educational institutions; health care facilities; paper and 
pulp processing and water utilities. Any significant downturn in these industries or activities or in local and regional 
economic conditions in our service area may adversely affect the demand for electricity in our service territory. 

We are subject to operational risks relatiiig to our geiieratirig plants, traiisniissioii facilities, distribution 
equipmeiit, iizjiormatiori tecliriology systems and other assets and activities. 

Operation of power plants, transmission and distribution facilities, information technology systems and other 
assets and activities subjects the Company to many risks, including the breakdown or failure of equipment; 
accidents; security breaches, viruses or outages affecting information technology systems; labor disputes; obso- 
lescence; delivery/transportation problems and disruptions of fuel supply and performance below expected levels. 
Occurrences of these events may impact our ability to conduct our business efficiently or lead to increased costs, 
expenses or losses. 

Although we maintain customary insurance coverage for certain of these risks in common with some other 
utilities, we do not have insurance covering our transmission and distribution system, other than substations, 
because we have found the cost of such insurance to be prohibitive. If we are unable to recover the costs incurred in 
restoring our transmission and distribution properties following damage as a result of tornados or other natural 
disasters or to recover the costs of other liabilities arising from the risks of our business, through a change in our 
rates or otherwise, or if such recovery is not received on a timely basis, we may not be able to restore losses or 
damages to our properties without an adverse effect on our financial condition, iesults of operations or our 
reputation. 

We are subject to liability risks relating to our generating, traiisniissioii, distribution aiid retail businesses. 

Conduct of our physical and commercial operations subjects us to many risks, including risks of potential 
physical injury, property damage or other financial affects, caused to or caused by employees, customers, 
contractors, vendors, contractual or financial counterparties and other third-parties. 

We could be negatively affected by risirig interest rates, dowiigrades to our bond credit ratings or other 
negative developriierits in our ability to access capital markets. 

In the ordinary course of business, we are reliant upon adequate long-term and short-term financing means to 
fund our significant capital expenditures, debt interest or maturities and operating needs. As a capital-intensive 
business, we are sensitive to developments in interest rate levels; credit rating considerations; insurance, security or 
collateral requirements; market liquidity and credit availability and refinancing steps necessary or advisable to 
respond to credit market changes. Changes in these conditions could result in increased costs and decreased 
liquidity to the Company. 
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We are subject to comniodity price risk, credit risk, counterparty risk arid other risks associated with the 
energy business. 

General market or pricing developments or failures by counterparties to perform their obligations relating to 
energy, fuels, other commodities, goods, sei-vices or payments could result in potential increased costs to the 
Company. 

We are subject to risks associated with defined benefit retirement plans, healtli care plans, wages arid 
other employee-related matters. 

We sponsor pension and postretirement benefit plans for our employees. Risks with respect to these plans 
include adverse developments in legislation or regulation, future costs or funding levels, returns on investments, 
market fluctuations, interest rates and actuarial matters. Changes in health care rules, market practices or cost 
structures can affect our current or future funding requirements or liabilities. Without sustained growth in our 
investments over time to increase the value of our plan assets, we could be required to fund our plans with significant 
amounts of cash. We are also subject to risks related to changing wage levels, whether related to collective 
baigaining agreements or employment market conditions, ability to attract and retain key personnel and changing 
costs of providing health care benefits. 

We are subject to risks associated with federal and state tax regulatioris. 

Changes in taxation as well as the inherent difficulty in quantifying potential tax effects of business decisions 
could negatively impact our results of operations. We are required to make judgments in order to estimate our 
obligations to taxing authorities. These tax obligations include income, property, sales and use and employment- 
related taxes. We also estimate our ability to utilize tax benefits and tax credits. Due to the revenue needs of the 
states and jurisdictions in which we operate, various tax and fee increases may be proposed or considered. We 
cannot predict whether legislation or regulation will be introduced or the effect on the Company of any such 
changes. If enacted, any changes could increase tax expense and could have a negative impact on our results of 
operations and cash flows. 

Risks Related to the Bonds 

If no trading market develops for the Bonds, you may not be able to resell your Borids at their fair market 
value or at all. 

Each series of Bonds is a new issue of securities with no established trading market and we do not intend to apply 
for listing of the Bonds on any securities exchange. If no active trading market develops, you may not be able to resell 
your Bonds at their fair market value or at all. Future trading prices of the Bonds will depend on many factors 
including, among other things, prevailing interest rates, our operating results and the market for similar securities. No 
assurance can be given as to the liquidity of or trading market for the Bonds. Accordingly, your ability to sell the Bonds 
that you purchase or the price at which you will be able to sell the Bonds may be limited. 

If the ratiiigs of the Bonds are lowered or withdrawn, the niarket value of the Bonds could decrease. 

A rating is not a recommendation to purchase, hold or sell the Bonds, inasmuch as the rating does not comment 
as to market price or suitability for a particular investor. The ratings of the Bonds address the rating agencies’ views 
as to the likelihood of the timely payment of interest and the ultimate repayment of principal of the Bonds pursuant 
to their respective terms. There is no assurance that a rating will remain for any given period of time or that a rating 
will not be lowered or withdrawn entirely by a rating agency if in their judgment circumstances in the future so 
warrant. In the event that any of the ratings initially assigned to the Bonds is subsequently lowered or withdrawn for 
any leason, the market price of the Bonds may be adversely affected. 
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USE OF PROCEEDS 

In connection with the PPL acquisition, on November 1, 2010, we borrowed funds from a PPL subsidiary, in 
order to repay loans from a subsidiary of E.ON AG. We plan to use the net proceeds received by us from the sale of 
the Bonds to repay the debt owed to the PPL subsidiary arising from that borrowing. 

The intercompany debt being repaid, the terms of which match loans from a subsidiary of E.ON AG repaid at 
the acquisition closing, totals $I  .331 billion and is comprised of 23 loans with maturity dates ranging from 2010 to 
2037. Each of the loans bears interest at a fixed rate, and the weighted average interest rate on all loans is 5.50%. Net 
proceeds in excess of the intercompany debt balance will be used for general corporate purposes. 
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CAPITALIZATION 

The following table sets forth our historical unaudited cash and cash equivalents and capitalization as of 
September 30, 2010 on an actual basis, and on an as adjusted basis to give effect to the PPL acquisition and 
associated fair value purchase accounting adjustments and the sale of the Bonds, and the expected application of the 
net proceeds therefrom. 

You should read the data set forth below in conjunction with “1Jse of Proceeds,” “Selected Financial Data,” 
“Management’s Discussion and Analysis,” “Pro Forma Condensed Financial Information” and our audited and 
unaudited financial statements and related notes included elsewhere in this offering memorandum. 

As of September 30,2010 
Actual As Adjusted(4)(5) 

(Unaudited) 
(In millions) 

Cash and cash equivalents $ 2  $ 142 

Long-term debt and notes payable(1): 
Due to unaffiliated parties - including current portion(2) . . . . . . . . . .  
Due to affiliates - including current portion 1,33 1 - 

Bonds offered hereby . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,500 

Total long-term debt and notes payable . . . . . . . . . . . . . . . . . . . . . . . .  $1,743 $1,913 

Total capitalization ~ ~ . . . . . . . . . . . . .  $3,772 $4,556 

351 352 

Notes Payable to Affiliates(3) . 61 61 

Total equity. . . . . . . . . .  2,029 2,643 

(1) Does not reflect our $400 million unsecured revolving credit facility dated November 1, 2010 (See 
“Summary -Recent Developments -Credit Facility”). As of November 8, 2010, we had no borrowings 
outstanding thereunder. 

(2) Reflects pollution control bonds issued by various counties in Kentucky on our behalf. See Note 7 to our 
Financial Statements as of December 3 1,2009 and 2008 and for the Years Ended December 3 1,2009,2008 and 
2007 (the “2009 Annual Financial Statements”) and Note 8 to our Condensed Financial Statements as of 
September 30,2010 and December 3 1,2009 and for the Three and Nine Months Ended September 30,2010 and 
2009 (the “Third Quarter Financial Statements”). 

(3) Represents notes payable to our Parent. 

(4) Reflects fair value adjustments and the goodwill that has been pushed down from our Parent’s financial 
statements to us as a result of the acquisition by PPL. 

( 5 )  Adjustments assume net proceeds based on the principal amount of the Bonds. 
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PRO FORMA CONDENSED FINANCIAL INFORMATION (UNAUDITED) 

On November I ,  201 0, PPL completed the purchase of all of the outstanding limited liability company interests 
of our Parent, for cash consideration of $2,467 million. In addition, PPL assumed, through consolidation, 
$764 million of outstanding debt, net of $163 million repurchased and held for reissuance, and repaid all 
indebtedness owed by our Parent and its subsidiaries to subsidiaries of E.ON AG. 

The Unaudited Pro Forma Condensed Financial Statements (“pro foima financial statements”) have been 

The historical financial information has been adjusted in the pro forma financial statements to give effect to pro 
forma events that are: (1) directly attributable to the acquisition; (2) factually supportable; and (3) with respect to the 
statement of operations, expected to have a continuing impact on our results. Specifically, such pro forma 
adjustments include: 

0 Repayment of intercompany debt by us to E.ON AG and its affiliates, initially by intercompany loans from a 

0 Adjustments to push down the new basis of accounting recorded by PPL on the post-acquisition balance 

The subsequent issuance of the Bonds assuming proceeds equal to the principal amounts thereof and the use 

The Unaudited Pro Forma Condensed Statements of Operations (“pro forma statements of operations”) for the 
nine months ended September 30,2010 and for the year ended December 3 1,2009 give effect to the adjustments as 
i f  they were completed on January 1, 2009. The Unaudited Pro Forma Condensed Balance Sheet (“pro forma 
balance sheet”) as of September 30,2010 gives effect to the ad,justments as if they were completed on September 30, 
2010. 

Assumptions and estimates underlying the pro forma adjustments are described in the accompanying notes, 
which should be read in conjunction with the pro forma financial statements. Generally accepted accounting 
principles in the IJnited States permit up to one year from the date of acquisition to finalize all purchase accounting 
ad,justments, therefore, the final amounts recorded as of the date of the acquisition may differ materially from the 
information presented in these pro forma financial statements. These estimates are sub,ject to change pending 
further review of the assets acquired and liabilities assumed. 

The pro forma financial statements have been presented for illustrative purposes only and are not necessarily 
indicative of results of operations and financial position that would have been achieved had the pro forma events 
taken place on the dates indicated, or the future results of operations or financial position of the company. 

derived from our historical financial statements. 

PPL Subsidiary; 

sheet of the Company; and 

of such proceeds thereafter. 

The following pro forma financial statements should be read in conjunction with: 

0 the accompanying notes to the pro forma financial statements; 

* the 2009 Annual Financial Statements and the Third Quarter Financial Statements, contained elsewhere in 
this offering memorandum. 
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Pro Forma Condensed Statement of Operations 

Operating Revenues. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating Expenses 

Fuel for electric generation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Power purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Depreciation, accretion, and amortization . . . . . . . . . . . . . . . . . . . . . . .  
Total Operating Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other income, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest Expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . .  
Interest Expense - Affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income from Continuing Operations Before Income Taxes . . . . . . . . . .  
Income Taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income from Continuing Operations After Income Taxes. . . . . . . .  

Other operation and maintenance . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Nine Months Ended September 30,2010 
Actual Adjustments Pro Forma 

(Unaudited) 
(Millions of dollars) 

$1,146 $1,146 

391 
13s 
25 1 
I06 

883 

263 
2 
5 

55 

205 
76 

129 

-- 

391 
135 
251 
106 

883 

263 
2 

- 
- 

$ 44(a) 49 
-- (55)(a) - 

1 1  216 
4(b) 80 

7 136 
~ 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Statement of Operations 

Operating Revenues. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating Expenses 

Fuel for electric generation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Power purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other operation and maintenance . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Depreciation, accretion, and amortization . . . . . . . . . . . . . . . . . . . . . . .  
Total Operating Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Operating Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other income, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest Expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest Expense - Affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income from Continuing Operations Before Income Taxes . . . . . . . . . .  
Income Taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income from Continuing Operations After Income Taxes . . . . . . . . . . .  

Year Ended December 31,2009 
Actual Adjustments Pro Forma 

(Unaudited) 
(Millions of dollars) 

$1,355 $1,355 

434 
199 
320 
133 

1,086 

269 
6 
6 

69 

200 
67 

133 

434 
199 
320 
133 

_. 1,086 

269 
6 

S9(a) 65 

- -- 

- - (@)(a) 
10 210 
4(b) 71 

6 139 
___. 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

Current Assets 
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts receivable. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fuel, materials and supplies. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . .  
Total Current Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Investment in unconsolidated venture . . . . . . . . . . . . . . . . . . . . . .  
Property, Plant and Equipment, net . . . . . . . . . . . . . . . . . . . . . . .  
Deferred debits and other assets 

Regulatory assets..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other intangibles. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Goodwill. . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other noncurrent assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total deferred debits and other assets . . . . . . . . . . . . . . . . . . . . . .  

Total Assets. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

September 30,2010 
Actual Adjustments Pro Forma Entity 

(Unaudited) 
(Millions of dollars) 

$ 2  
200 
140 
14 
11 

367 

12 
4,470 

$ 140(c) !$ 142 
200 
140 

14 
11 

140 507 

68(d) 80 
300) 4,500 

5,110 1,007 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

(Unaudited) 
(Millions of dollars) 

Liabilities and Equity 
Current Liabilities 

Current portion long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current potion long-term debt - affiliated company . . . . . . . . . . .  
Note payable . affiliate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Current Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Long-termDebt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term Debt . Affiliates . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred Credits and Other Liabilities 

Deferred income taxes and investment tax credit . . . . . . . . . . . . . .  
Accumulated provision for pensions and related benefits . . . . . . . .  
Asset retirement obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Deferred Credits and Other Liab es . . . . . . . . . . . . . . . . .  

Commitments and Contingent Liabilities 
Total Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total Liabilities and Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 228 
33 
61 

176 
12 
62 

572 

123 
1. 298 

482 
160 
59 

367 
20 

1. 088 

2. 029 

$5. 110 

614(o) 

$ 1. 007 

228 
.. 
61 

158 
12 
62 

521 

1, 624 
- 

509 
160 
55 

568 
37 

1. 329 

2. 643 

$6. 117 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro fonna 
financial statements . See Note 3 for information on pro forma adjustment references . 
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NOTES TO PRO FORMA CONDENSED FINANCIAL STATEMENTS 
(Unaudited) 

Note 1 - Basis of Pro Forma Presentation 

The pro forma statements of operations for the nine months ended September .30,2010 and for the year ended 
December 31, 2009 give effect to the adjustments as if they were completed on January 1, 2009. The pro forma 
balance sheet as of September 30,2010 gives effect to the acljustments as if they were completed on September 30, 
2010. 

The pro forma financial statements have been derived from our historical financial statements. Assumptions 
and estimates underlying the pro forma adjustments are described in the accompanying notes, which should be read 
in conjunction with the pro forma financial statements. Since the pro forma financial statements have been prepared 
based upon preliminary estimates, the final amounts recorded at the date of the acquisition may differ materially 
from the information presented. These estimates are subject to change pending further review of the assets acquired 

The pro foima financial statements reflect the push down of the new basis of accounting for our assets and liab 
arising from the acquisition by PPL being accounted for based on the guidance provided by accounting standards for 
business combinations. In accordance with this accounting guidance, the assets acquired and the liabilities assumed have 
been measured at fair value by PPL, and the difference between these assets and liabilities and the purchase price has been 
recorded as goodwill (this process is generally referred to as a purclznse price allocation). Jh accordance with SEC 
guidance for wholly-owned subsidiaries, these fair value measurements and an allocated portion of goodwill have been 
pushed down and recorded on our pro forma financial statements as presented in Note 2. The fair value measurements 
utilize estimates based on key assumptions of the acquisition, and historical and current market data. These fair value 
measurements and the related pro forma adjustments included herein may be revised as additional information becomes 
available and as additional analyses are performed. The final purchase price allocation may differ materially from the 
information presented. As noted above, the pro forma financial Statements also include adjustments to reflect the 
issuance of the Bonds, with proceeds assumed to equal the principal amount thereof and used to repay indebtedness 
owed by us to a PPL subsidiary. The indebtedness was incurred to repay loans from a subsidiary of E.ON AG in 
connection with the PPL acquisition. The preliminary result of all these adjustments is presented in Note 2. 

Financial Statements are also set forth and described in Note 3. 
The amounts utilized in determining the pro forma adjustments presented on the Proforma Condensed 

For the purpose of measuring the estimated fair value of the assets acquired and liab es assumed, PPL has 
applied the accounting guidance for fair value measurements. Fair value is defined as the price that would be 
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the 
measurement date. 

For purposes of measuring the fair value of the majority of property, plant and equipment and regulatory assets 
acquired and regulatory liabilities assumed, as reflected in the pro forma financial statements, PPL. has determined 
that the fair value equaled their net book value, due to the regulatory environment in which they operate. The 
regulatory commissions allow for earning a rate of return on the book values of the regulated asset bases at rates 
determined to be fair and reasonable. Since there is no current prospect for deregulation, the expectation is that these 
operations will remain in a regulated environment for the foreseeable future and this presentation represents the 
highest and best use of these assets. In addition, certain fair value acljustments have been reflected on the balance 
sheet with an offsetting regulatory asset or liability based upon agreement with the regulatory commissions that 
purchase accounting ad,justments will not impact customers and, therefore, will not be included in any cost recovery 
mechanisms or rates on a prospective basis.. 

Note 2 - Preliminary Push Down of Purchase Price Allocation and Replacement of Debt 

Preliminary Purchase Price Allocation 

The preliminary allocation of the purchase price to the fair value of assets acquired and liabilities assumed 
includes pro forma acljustments primarily related to the fair value of equity investments, contractual arrangements, 
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goodwill, noncurrent liabilities, long-term debt and related deferred income taxes. The preliminary allocation of the 
purchase price, including the replacement of debt, is as follows (in millions): 

Current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Property, plant and equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other intangibles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . .  
Regulatory assets and other noncurrent assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . _  
Current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Noncurrent liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  

$ 507 
4,500 

80 
57.3 
20 1 
2.56 

(521) 
(1,329) 
(1,624) 

$ 2,643 

Note 3 - Pro Forma Adjustments 

The adjustments included in the pro forma financial statements are as follows: 

Adjustments to Pro Forma Condensed Statements of Operations 

(a) Ifiterest expense - Reflects the change in interest expense from the extinguishment of indebtedness owed 
by us to a subsidiary of E.ON AG, and replacement with the Bonds and the application of proceeds thereof. The 
interest expense was adjusted assuming a weighted-average interest rate of 3.9%. No adjustment has been made for 
the actual rates. 

(b) Imxwze faxes - Reflects the income tax effect of the pro forma adjustments, which was calculated using 
an estimated statutory income tax rate of 40%. Income tax expense includes adjustments for state taxes and certain 
federal income tax items that are calculated on a combined or consolidated basis. 

Adjustments to Pro Forma Condensed Balance Sheet 

(c) Cnslz - Reflects $1,500 million of estimated proceeds from the Bonds. This amount was offset by a 
$1,331 million of estimated repayment of the indebtedness and payables owed to subsidiaries of E.ON AG and its 
affiliates, the repayment of $18 million of affiliate accounts payable, and approximately $1 1 million related to the 
payment of debt issuance costs. 

(d) Iwesfrnerzts - Reflects the fair value adjustment of $68 million related to our equity method investment 
in Electric Energy, Inc. 

(e)  Regitlnrory msets - Reflects the offsetting regulatory asset related to the fair value adjustments asso- 
ciated with the fair value of debt, coal contracts and asset retirement obligations. These fair value adjustments have 
been reflected on the balance sheet with an offsetting regulatory asset based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers and, therefore, will not be included in 
any cost recovery mechanisms or rates on a prospective basis. 

(f) Goodwill - Reflects the preliminary estimate of the excess of the purchase price paid over the net fair 

Puichase price . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  $2,643 
Less: Fair value of net assets 2,070 

573 

value of our assets acquired and liabilities assumed. This excess is calculated as follows (in millions): 

Estimated goodwill resulting from the acquisition . . 
Less: pie-existing goodwill. . . . . . . .  . . . . . . . . . . . . . . . . . .  
Pro forma goodwill adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 573 

- 
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PPL has not yet completed its goodwill allocation evaluation, hut will allocate the final amount of goodwill to 
its reporting units that are expected to benefit from the business combination in accordance with applicable 
accounting guidance. The resulting goodwill that will ultimately be allocated and pushed down to us could differ 
materially from the amount presented. 

contracts and $13 million related the fair value of emission allowances. 
(8) Otlzer irifangibles -Reflects the recognition of $188 million related to the fair value of certain coal 

(h) Other /iormirre/if assets - Reflects the capitalization of $1 1 million of estimated debt issuance costs 

(i) Accoiiufs payable - Reflects the payment of affiliate accounts payable to E.ON AG and its affiliates. 

(j) Deb! -Reflects the adjustments to repay $1,331 million of indebtedness owed by us to a subsidiary of 
E.ON AG and its affiliates. This decrease is offset by the issuance of $1,500 million of the Bonds at an assumed 
weighted-average interest rate of3.9%. No adjustment has been made for the actual rates. In addition, an increase of 
$1 million was recorded to reflect the fair value of the assumed debt. The ultimate fair value determination of the 
debt will be based on prevailing market interest rates at the completion of the acquisition and the adjustment will be 
amortized as an ad,justment to interest expense over the remaining life of the debt issues. 

(k) Acciiriiiilciterf provisiori for perisioris and related beriejits - The accrued pension obligations have not 
been adjusted as the information required to make such adjustment was not yet available. The resulting adjustment 
could differ materially from the amount presented. 

(1) Asset retirernerzt obligatiolis - Reflects a $4 million adjustment to record the fair value of asset retirement 
obligations. As a result, the associated regulatory assets of $34 million were written off, and $30 million related to 
property, plant and equipment, net, were recorded. 

es - Reflects the offsetting regulatory liability related to the fair value adjustments 
associated with the fair value of emission allowances and coal contracts. These fair value adjustments have been 
reflected on the balance sheet with an offsetting regulatory liability based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers and, therefore, will not be included in 
any cost recovery mechanisms or rates on a prospective basis. 

incurred with the issuance of the Bonds. 

(m) Regulatory liub 

(n) Other not~ciirreelit liabilities - Reflects the recognition of the fair value of certain coal contracts. 

(0) Equizy - Reflects the net purchase accounting adjustments to increase our historical equity balance of 
$2,029 million to recognize the $2,643 million of equity from the purchase price, including the push down of 
$573 million of goodwill resulting from acquisition and other fair value adjustments previously discussed. 

(p) Deferred iricorne taxes - Represents estimated deferred taxes calculated at our estimated statutory tax 
rate of 40% applied to certain fair value ad,justments recorded to the assets acquired and liabilities assumed, 
excluding goodwill. 
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SELECTED FINANCIAL DATA 

The selected financial data presented below for the years ended December 31, 2006 and 200.5 and as of 
December 3 1,2007,2006 and 2005 have been derived from our audited financial statements and are not included in 
this offering memorandum. The selected financial data for the years ended December 3 1,2009,2008 and 2007 and 
as of December 31,2009 and 2008 have been derived from OUT audited financial statements and are included in this 
offering memorandum. The selected financial data for the nine months ended September 30,2010 and 2009 and as 
of September 30, 2010 and 2009 are derived from our unaudited financial statements included in this offering 
memorandum. The unaudited financial statements reflect all adjustments, including only usual recurring adjust- 
ments, which in the opinion of management, are necessary for the fair representation of that information for and as 
of the periods presented. Historical results are not necessarily indicative of future results and results for the nine 
months ended September 30, 2010 are not necessarily indicative of results to be expected for the full year. 

You should read the data set forth below in conjunction with “Use of Proceeds,” “Management’s Discussion 
and Analysis” and our audited and unaudited financial statements and related notes included elsewhere in this 
offering memorandum. 

Nine Months Ended 
September 30, 

(Unaudited) 

Year Ended December 31, 
2010 2009 2009 2008 2007 2006 2005 

(In millions) 

- - - - - - - 

Income Statement Data: 
Operating revenues . . . . . . . . $1,146 $1,009 $1,355 $1,405 $1,272 $1,210 $1,207 
Net operating income . . . . . . $ 263 $ 197 $ 269 $ 260 $ 267 $ 235 $ 202 

As of September 30, 

(Unaudited) 

As of December 31, 
2010 2009 2009 2008 2007 2006 2005 - - -__- - - - - 

Balance Sheet Data: 
Total assets . . . , . . . . . ~. ~ $5,110 $4,830 $4,956 $4,518 $3,796 $3,148 $2,756 
Long-term debt . . . , . . . ~ $1,682 $1,632 $1,682 $1,532 $1,264 $ 843 $ 746 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 

The following discussion and analysis by management focuses on those factors that had a material effect on our 
results of operations and financial condition during the periods presented and should be read in connection with the 
financial statements and notes included elsewhere in this offering memorandum. The discussion contains certain 
forward-looking statements that involve risk and uncertainties. See “Forward Looking Statements” and “Risk Factors.” 

Years Ended December 31,2009,2008 and 2007 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and 
associated operating expenses) are not generated evenly throughout the year. 

Net bicoine 

Net income in 2009 decreased $25 million cornpared to 2008. The decrease was primarily the result of 
decreased operating revenues ($50 million), decreased equity in earnings ($29 million), decreased other income - 
net ($3 million) and increased interest expense ($3 million), partially offset by decreased operating expenses 
($59 million) and decreased income taxes ($1 million). 

Net income in 2008 decreased $9 million compared to 2007. The decrease was primarily the result of increased 
operating expenses ($140 million) and increased interest expense ($1 6 million), partially offset by increased 
operating revenues ($1 33 million), decreased income taxes ($9 million), increased equity in earnings ($4 million) 
and increased other income - net ($1 million). 

Reveitiies 

Revenues in 2009 decreased $50 million compared to 2008 primarily due to: 

Decreased wholesale sales ($75 million) due to lower sales volumes to LG&E ($60 million) and third-parties 
($16 million). These lower volumes were primarily due to lower economic demand caused by low spot 
market pricing during most of 2009, and due to higher scheduled coal-fired generation unit outages during 
2009. Via a mutual agreement, we sell our higher cost electricity to LG&E for its wholesale sales and we 
purchase LG&E’s lower cost electricity to serve our native load. These decreases were partially offset by 
increased prices ($1 million) for sales to LG&E due to the higher cost of fuel inventory. 

* Decreased retail sales volumes delivered ($55 million) due to reduced consumption by residential customers 
as a result of milder weather and significant 2009 storm outages as well as low energy usage by industrial and 
commercial customers as a result of weakened economic conditions. 

* Decreased fuel costs billed to customeis through a fuel adjustment clause ($2 million) due to a refund of 
power purchased costs from Owensboro Municipal Utilities (“OMTJ”) ($6 million), partially offset by 
increased fuel prices ($4 million). 

0 Decreased gains in unrealized energy marketing financial swaps ($2 million). 

Partially offset by: 

* Increased environmental cost recovery surcharge ($50 million) due to increased recoverable capital spending. 

* Decreased merger surcredit ($13 million) due to the surcredit termination in February 2009. 

0 Increased DSM cost recovery ($9 million) due to increased recoverable piogram spending. 

Increased miscellaneous revenue ($6 million) resulting from the assessment of late payment fees beginning 
in the second quarter of 2009. 
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* Increased retail sales revenue from base rates ($5 million) due to the increase in Virginia rates in November 
2009, and application of the Kentucky base rate settlement resulting in higher customer charge and demand 
revenue, partially offset by lower energy ievenue. 

e Decreased value delivery team (“VDT”) process surcredit ($1 million) due to termination in August 2008. 

Revenues in 2008 increased $133 million compared to 2007 primarily due to: 

* Increased fuel costs billed to customers through the fuel adjustment clause ($52 million) due to increased 
fuel prices 

* Increased wholesale sales ($48 million) due to higher sales volumes and prices. Volumes increased to LG&E 
($34 million) and third-parties ($10 million) as a result of excess generation made available by LG&E via a 
mutual agreement. We sell our higher cost electricity to LG&E for LG&E to make wholesale sales and we 
purchase LG&E’s lower cost electricity to serve our native load. Both the Company and L,G&E experienced 
lower native load requirements due to milder weather and the weakening economy, and increased generation 
due to fewer scheduled coal-fired generation unit outages during 2008, resulting in higher volumes available 
for wholesale sales. Pricing to third-parties increased as a result of higher fuel costs ($2 million). Wholesale 
sales also increased due to gains in eneigy marketing financial swaps ($2 million). 

Increased environmental cost recovery surcharge ($43 million) duc to increased recoverable capital 
spending - Increased DSM cost recovery ($2 million) due to additional conservation programs - Increased transmission sales ($2 million) due to higher sales to LG&E 

Decreased merger surcredit ($2 million) due to a lower rate approved by the Kentucky Commission in 
June 2008 

Decreased VDT surcredit ($1 million) due to its termination in August 2008. 

Partially offset by: 

Decreased retail sales volumes delivered ($17 million) due to a 26% decrease in cooling degree days and 
weakening economic conditions 

Expeiises 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the fuel adjustment clause, sub,ject to the approval of the 
Kentucky Commission, the Virginia Commission and the FERC. 

Electric Geiierrrtioii E x p ~  

Expenses related to fuel for electric generation decreased $79 million in 2009 compared to 2008 primarily due 
to: 

Decreased volumes of fuel usage ($97 million) due to decreased native load and wholesale sales 

Partially offset by: 

* Increased commodity and transportation costs for coal ($ I8 million) 

Expenses related to fuel for electric generation increased $52 million in 2008 compared to 2007 primarily due 
to: 

0 Increased commodity and transportation costs for coal and natural gas ($39 million) 

* Increased generation ($13 million) due to increased utilization of coal-fired generation units as a result of 
fewer scheduled outages in 2008 
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Power Piirchased Experise 

Power purchased expense decreased $22 million in 2009 compared to 2008 primalily due to: 

0 Decreased prices for purchases uscd to serve retail customers ($1 8 million) due to lower spot market pricing 

0 Decreased purchases from LG&E due to lower prices ($7 million) and lower volumes ($2 million). Via a 
mutual agreement, we purchase LG&E’s lower cost electricity to serve our native load. LG&E provided 
lower volumes due to its increased scheduled coal-fired outages during the fouith quarter of 2009. 

and increased availability of power from OMU 

0 Decreased power purchased expense ($6 million) due to a refund of power purchased costs related to the 
OMTJ settlement. 

Partially offset by: 

Increased third-party purchased volumes for native load ($8 million) primarily due to scheduled coal-fired 
generation unit outages. 

Increased demand payments for third-party purchases ($3 million) on long-term contracts. 

Power purchased expense increased $53 million in 2008 compared to 2007 primarily due to: 

* Increased piices for purchases used to serve retail customers ($24 million) due to higher market prices, 
influenced by higher fuel costs 

* Increased power purchased from LG&E via a mutual agreement due to higher volumes ($8 million) and 
higher prices ($8 million). We purchase LG&E’s lower cost electricity to serve our native load. LG&E was 
able to provide higher volumes due to its reduced native load requirements as a result of milder weather and 
the weakening economy. 

* Increased demand payments ($7 million) for energy purchased on a long-term contract 

Increased third-party power purchase volume for native load ($5 million) due to increased unscheduled coal- 
fired generation unit outages 

Increased expenses ($1 million) due to activities in the PJM Interconnection LLC market for the entiie year 
of 2008 compared to only one quarter in 2007 

Other Operation arid Maiiiterinrice Expenses 

Other operation and maintenance expenses increased $45 million in 2009 compared to 2008 primarily due to 

Other operation expenses increased $30 million in 2009 compared to 2008 primarily due to: 

Increased pension expense ($20 million) due to lower 2008 pension asset investment performance. 

Increased steam expense ($7 million) due to utilization of selective catalytic reductions year-round. 

0 Increased administrative and general expense ($5 million) due to increased DSM program spending as well 
as consulting fees for software training and increased labor and benefit costs, partially offset by decreased 
legal expenses mainly related to OM‘IJ in 2008, which case was settled in the second quarter of 2009. 

increased other operation expenses ($30 million) and increased other maintenance expenses ($15 million). 

Partially offset by: 

Decreased generation expense ($2 million) due to scheduled unit outages and routine maintenance 

Other maintenance expenses increased $15 million in 2009 compared to 2008 primarily due to: 

Increased steam expense ($7 million) due to increased scope of work for scheduled outages. 

Increased distribution expense ($5 million) as a result of increased repairs and higher tree trimming expense 
in 2009 ($3 million) and higher stoim related expense in 2009 ($2 million). 
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* Increased transmission expense ($2 million) primarily due to increased overhead line maintenance for North 
American Electric Reliability Corporation (“NERC’) mandatory reliability compliance. 

* Increased administrative and general expense ($1 million) due to increased labor and system maintenance 
contracts resulting from completion of a significant in-house customer information system prqject. 

Other operation and maintenance expenses increased $20 million in 2008 compared to 2007 primarily due to 
increased other operation expenses ($16 million) and increased maintenance expenses ($4 million). 

Other operation expenses increased $16 million in 2008 compared to 2007 primarily due to: 

* Increased outside services ($4 million) due to increased legal expenses as a result of on-going litigation, 
mainly with OMTJ 

* Increased cost of consumables ($4 million) due to contract pricing and commissioning and start up costs of 
flue gas desulfurization systems (“FGDs”) 

0 Increased transmission expense ($2 million) due to increased native load purchases from LG&E and the 
additional costs to comply with growing SERC Reliability Corporation and NERC Mandatory Reliability 
Standards 

* Increased distribution expense ($2 million) due to storm restoration 

0 Increased uncollectible accounts ($2 million) due to the weakening economy 

0 Increased property taxes ($2 million) due to net decrease in expense in 2007 as a result of the application of 
coal tax credits 

Other maintenance expenses increased $4 million in 2008 compared to 2007 primarily due to increased 
maintenance of overhead conductors and devices ($4 million) resulting from storm restoration. 

Iricoiize froiiz Equity Irivestrnents 

Equity income from Electric Energy, Inc. (“EEI”), in which we own 20% of the common stock, decreased 
$29 million in 2009 compared to 2008 primarily due to lower earnings resulting from decreased market prices. 

Equity income in EEI increased $4 million in 2008 primarily due to an increased average price per mega-watt 
hour sold in 2008 over the price for 2007. 

Other Iricorne -Net 

Other income - net decreased $3 million in 2009 compared to 2008 primarily due to: 

Decreased $2 million due to discontinuance of allowance for funds used during construction on enviion- 
mental cost recoveiy projects as a result of the FERC rate case. 

Decreased $1 million due mainly to depreciation expense on joint-use assets related to Trimble County IJnit 
2 (“TC2”) transfeired from LG&E and currently held for future use 

Other income - net incieased $1 million in 2008 compared to 2007, primarily due to: 

Increased $3 million due to allowance for funds used during construction related to several large multi-year 
projects 

0 Increased $1 million due to net losses on the sale of property in 2007 

Pm tially offset by: 

Decreased $2 million due to lower income earned on bond deposits for special projects 

* Decreased $1 million due to settlement for Brown Station new source review litigation and ielated programs 
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Iriterest Experue -- 
Interest expense increased $3 million in 2009 compared to 2008 primarily due to increased interest expense to 

affiliated companies ($1 3 million) iesulting from additional debt, partially offset by decreased interest expense 
($8 million) due to lower interest rates on bonds and ($2 million) due to lower interest rates on intercompany short 
term borrowings. 

Interest expense increased $1 6 million in 2008 compared to 2007 primarily due to increased interest expense to 
affiliated companies ($17 million) due to additional debt, partially offset by decreased interest expense ($1 million) 
due to inteiest received on reacquired debt. 

Deprecintior7 

Depreciation expense decreased $3 million in 2009 compared to 2008, primarily clue to the decrease in 
depreciation rates that became effective in February 2009, mainly related to an increase in the estimated useful lives 
on transmission and distribution assets. 

Depreciation expense increased $15 million in 2008 compared to 2007, primarily due to an increase in capital 
assets that were placed in service in 2008. 

Iricoriie Tnx Experise 

Components of income tax expense are shown in the table below: 

Current - federal. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
- state . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred - federal - net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
-state-net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Investment tax credit - deferred. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Amortization of investment tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. I .  

Total income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2009 2008 2007 
(In millions) 

$(5) $ 4 6  $28 
1 10 13 

43 (10) (5) 
7 (3) (1) 

21 25 43 
( 1 )  

- $67 $68 $77 

- - -  

__ ___ - - -  
- - -  

Deferred federal and state income tax expense increased in 2009 compared to 2008, primarily due to temporary 
differences related to storm costs and depreciation. The temporary differences also resulted in an offsetting decrease 
to current federal and state taxes in 2009. Current federal income tax expense increased and investment tax credit - 
deferred decreased primarily due to claiming $18 million less in investment tax credits in 2008. Current state 
income tax decreased due to coal credits claimed in 2008. Deferred federal income tax expense decreased in 2008 
compared to 2007, primarily due to ad,justing prior year estimates to actual based on the filed tax return. 

Cash Flows from Operating Activities 

Cash provided by operations in 2009 was $39 million less than cash provided by operations in 2008 and was 
primarily the result of decreases in cash due to changes in: 

Storm restoration expenses ($55 million) deferred for future recovery as regulatory assets 

Accounts receivable ($1 6 million) due to timing of payments received from the Illinois Municipal Electric 
Agency (“IMEA”) and the Indiana Municipal Power Agency (“IIMPA”) in 2008 

Pension and postretirement funding ($1 5 million) due to increased contributions made in 2009 

Accounts payable ($12 million) primarily due to fuel purchases and timing of payments 

Prepayment and other current assets ($2 million) 
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These decreases were partially offset by increases in cash due to changes in: 

0 Earnings, net of non-cash items ($49 million)(’) 

0 Materials and supplies ($5 million) primarily due to a decrease in cash used for coal inventory 

0 Other ($7 million) 

(1) Management uses the term “earnings, net of non-cash items” in its discussion of cash flows from operating 
activities to describe net income adjusted by income or expenses not requiring cash currently, including 
depreciation, accretion, amortization, deferred income taxes, investment tax credits, provision for pension 
and postretirement benefits and other non-cash items. Although “earnings, net of non-cash items” may not 
be a measure determined in accordance with accounting principles generally accepted in the United States, 
the measure facilitates the analysis by management and investors of the Companies’ cash flows from 
operating activities. 

Cash provided by operations in 2008 was $19 million less than cash provided by operations in 2007 and was 

Materials and supplies ($55 million) primarily due to increased fuel inventory volumes and higher fuel costs 

primarily the result of decreases in cash due to changes in: 

- Earnings, net of non-cash items ($15 million)”) 

0 Other ($12 million) primalily due to changes in utility plant and customer advances for construction 

0 Prepayment and other current assets ($2 million) 

* Wind storm regulatory asset ($2 million) due to new regulatoiy asset for Hurricane Ike restoration expenses 

These decreases were partially offset by increases in cash due to changes in: 

Accounts receivable ($28 million) due to timing of payments received from M E A  and IMPA 

Accounts payable ($24 million) primarily due to construction accruals related to FGD projects and TC2 

0 Pension and postretirement funding ($14 million) due to contributions made in 2007 

0 Other current liabilities ($1 million) 

Cash Flows from Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities decreased $188 million in 2009 compared to 2008 primarily due to decreased capital expen- 
ditures of $170 million, assets purchased from LG&E of $10 million in 2008 and changes in restricted cash from 
bonds issued in 2008 used to fund environmental equipment of $8 million. Restricted cash represents the escrowed 
proceeds of the pollution control bonds, which are disbursed as qualifying costs are incurred. 

Net cash used for investing activities decreased $42 million in 2008 compared to 2007 primalily due to 
decreased capital expenditures of $63 million, partially offset by decreased restricted cash of $1 1 million and an 
asset purchased from LG&E of $10 million. Restricted cash represents the escrowed proceeds of the pollution 
control bonds, which are disbursed as qualifying costs are incurred. 

Cash Flows from Financing Activities 

Net cash provided by financing activities decreased $1 5 1 million due to decreased long-term borrowings from 
affiliated company of $100 million, lower equity contributions in 2009 of $70 million and reduced issuance of tax- 
exempt bonds in 2009 totaling $17 million, all of which were partially offset by an increase of short-term borrowing 
from affiliate of $36 million. 

Net cash provided by financing activities decreased $15 million in 2008 compared to 2007, primarily due to 
decreased long-term borrowings from affiliated company of $198 million, reacquisition of bonds of $80 million, 
retirement of pollution control bonds of $60 million and issuance of pollution control bonds of $1 million, partially 
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offset by the retirement of first mortgage bonds of $107 million in 2007, increased infusions from our Parent of 
$70 million, decreased repayment of short-term borrowings from affiliate - net of $67 million, reissuance of 
reacquired bonds of $63 million and retirement of reacquired bonds of $17 million. 

See Note 7 to our 2009 Annual Financial Statements and Note 8 to our Third Quarter Financial Statements, 
each included elsewhere in this offering memorandum, for information of redemptions, maturities and issuances of 
long-term debt. 

Three Months Ended September 30,2010, Compared to 
Three Months Ended September 30,2009 

Results of Operations 

Net Income 

Net income was $54 million for the three months ended September 30, 2010, compared to $66 million for the 
same period in 2009. The decrease was primarily the result of the following (In millions of $): 

Three Montlis 
Ended 

September 30, 
2010 2009 

Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $416 $341 
Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  JlJ 216 

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  105 125 

- -  

Interest expense to affiliated companies . . . . . . . . . . . . . . . . . . . . . . . . .  18 18 
Other income (expense) - net. (I) (2) .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Income before income taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  86 10.5 
Income tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32 39 - -  

Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $54 - 

Revenues 

The $75 million increase in operating revenues in the three months ended September 30,2010, was primarily 
due to (In millions of $): 

Increase 
(Decrease) -~ 

Retail sales volumes(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $40 
Retail base rates(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 

10 
Retail fuel adjustment clause (“FAC”) costs billed to customers due to higher fuel 

prices . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 Other 

$75 

ECR surcharge due to increased recoverable capital spending. . . . . . . . . . . . . . . . . . . . . .  

- 
- - 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling degree days 
and higher energy usage by industrial customers as a result of improved economic conditions and increased 
cooling degree days. 

(b) Primarily due to higher rates effective August 1, 2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this offering memorandum, for further discussion of the 2010 Kentucky rate case. 
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Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, sub,ject to the approval of the Kentucky Commission, the 
Virginia Commission and the FERC. Operating expenses follow (in millions of $): 

Three Months 
Ended 

September 30, increase 
2010 2009 (Decrease) - - -  

Fuel for electric generation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $146 $ I  14 $32 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 6 )  Power purchased. 41 47 

Other operation and maintenance expenses. . . . . . . . . . . . . . . . . . . . . . .  86 22 64 
. . . . . . . . . . . . . . . . . . . . . . . .  5 Depreciation, accretion and amortization - -  38 33 - 

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $31 1 $216 $95 
___. - -  - 

Electric Generatioii Expense 

The $32 million increase in fuel for electric generation in the three months ended September 30, 2010, was 
primarily due to increased volumes of fuel usage due to increased retail sales volumes. 

Power Piirchased Expense 

The $6 million decrease in power purchased expense in the three months ended September 30, 2010, was 
primarily due to (in millions of $): 

Increase 
(Decrease) 

$(8) 
(4) 
6 

Third-party purchased volumes for native load. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Demand payments for third-party purchase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Prices for purchases used to serve retail customers. - 

Other Operation and Mainterinrice Expenses 

Other operation and maintenance expenses increased $64 million in the three months ended September 30, 
2010, due to $5.5 million of increased maintenance expenses, and $9 million of increased other operation expenses. 
These increases were primarily due to distribution expenses ($53 million related to maintenance and $4 million 
related to other operations) incurred in the first quarter of 2009 ror wind and ice stoim restoration that were 
reclassified to a regulatory asset in the third quarter of 2009. 

Iiicoine Tax Expense 

See Note 7 to our Third Quarter Financial Statements, included elsewhere in this offering memorandum, for a 
reconciliation of differences between the 1J.S. federal income tax expense at statutory rates and our income tax 
expense. 
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Nine Months Ended September 30, 2010, Compared to 
Nine Months Ended September 30,2009 

Results of Operations 

Net Income 

Net income was $ I  29 million for the nine months ended September 30,2010, compared to $99 million for the 
same period in 2009. The increase was primarily the result of the following (in millions of $): 

Nine Months Ended 
September 30, Increase 

2010 2009 (Decrease) --- 
Total operating revenues. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,146 $1,009 $137 
Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  883 812 71 

Operating income. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  263 I97 66 
Interest expense to affiliated companies . . . . . . . . . . . . . . . . . . . . . .  55 51 4 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (5  1 Other income (expense) - net (3) -- 
Income before income taxes ~ . . . . . . . . . . . . . . . . . . . . . . . . .  205 I48 57 

27 49 - 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 129 $ 99 $30 

- - - 

- 2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  76 Income tax expense -- 
-- -- - 

Revenues 

The $137 million increase in operating revenues in the nine months ended September 30,2010, was primarily 
due to (in millions of $): 

Increase 
(Decrease) 

Retail sales volumes(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 98 
Retail base rates(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 
ECR surcharge due to increased recoverable capital spending. . . . . . . . . . . . . . . . . . . . . .  10 
Miscellaneous operating revenue(c) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 

6 DSM revenue due to increased recoverable program spending . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 

$137 
- 
- - 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling and heating 
degree days and higher energy usage by industrial customers as a result of improved economic conditions and 
increased cooling and heating degree days. 

(b) Primarily due to higher rates effective August 1, 2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this offering memorandum, for further discussion of the 2010 Kentucky rate case. 

(c) Primarily related to increased late payment charges and transmission service revenues. 
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Expeitses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in 
the cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky Commission, the 
Virginia Commission and the FERC. Operating expenses follow (In millions of $): 

Nine Months 
Ended 

September 30, Increase 
2010 2009 (Decrease) - - -  

Fuel for electric generation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $391 $329 $ 62 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Power purchased 1375 154 (19) 

Other operation and maintenance expenses. . . . . . . . . . . . . . . . . . . . . . .  251 230 21 
Depreciation, accretion and amortization . . . . . . . . . . . . . . . . . . . . . . . .  106 99  7 - -  - 

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $883 $812 - $ 7 1  - -  - 

Electric Generntiori Expense 

The $62 million increase in fuel for electric generation in the nine months ended September 30, 2010, was 
primarily due to (In millions of $): 

Increase 
(Decrease) 

$ 73 Fuel usage volumes due to increased native load and wholesale sales . . . . . . . . . . . . . . . .  
Commodity and transportation costs for coal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (11) 

$62 - 

Power Piirclzased Expense 

The $19 million decrease in power purchased expense in the nine months ended September 30, 2010, was 
primarily due to (In millions of $): 

Increase 
(Decrease) 

$( 16) 
Purchases from LG&E due to volume(a) (13) 
Demand payments for third-party purchases. (5) 
Prices for purchases used to serve retail customers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 
OMU settlement received in 2009(b). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 
Purchases from LG&E due to fuel costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

Third-party purchased volumes for native load. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- 
- $(19) - 

(a) Primarily due to increased consumption by residential customers at LG&E as a result of increased cooling and 
heating degree days and increased coal-fired generation outages in the first six months of 2010 and higher 
energy usage by industrial customers as a result of improved economic conditions and increased cooling and 
heating degree days. See Note 10 to our Third Quarter Financial Statements, included elsewhere in this offering 
memorandum, for further discussion of the mutual agreement for wholesale sales and purchases between the 
Companies. 

(b) See Note 9 to our Third Quarter Financial Statements, included elsewhere in this offering memorandum, for 
further discussion of the OMU settlement. 
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Other Opeintion arid Mairiteiiarice Experises -_ 
Other operation and maintenance expenses increased $21 million in the nine months ended September 30, 

2010, due to $19 million of increased other operation expenses and $2 million of increased maintenance expenses. 

Other Operation Expeiises 

The $19 million increase in other operation expenses in the nine months ended September 30, 2010 was 
primarily due to (in millions of $): 

Increase 
(Decrease) 

Transmission expense(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7 

Steam expense due to increased generation in 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Administrative and general(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 

5 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 Otlier 

$19 
- 
- - 

(a) Primarily due to transmission expense for a third party pursuant to a settlement agreement, the establishment of 
a regulatory asset approved by the Kentucky Commission for the EKPC settlement in 2009, net of nine months 
of amortization expense recorded in 2010, and increased transmission expense due to transmission charges for 
FERC jurisdictional municipal customers now unbundled from energy. 

(b) Primarily due to increased bad debt expense due to higher billed revenues, implementation of a late payment 
charge and a higher net charge-off percentage, increased labor costs, and increased insurance cost. 

Interest Expense to Affiliated Cornpariies 

The $4 million increase in interest expense to affiliated companies in the nine months ended September 30, 
2010, was primarily due to increased intercompany notes outstanding. 

Iiicorne RIX Expense 

See Note 7 to our Third Quarter Financial Statements, included elsewhere in this offering memorandum, for a 
reconciliation of differences between the U.S. federal income tax expense at statutory rates and our income tax 
expense. 

Liquidity and Capital Resources 
September 30, December 31, 

2010 2009 
(in millions) 

Cash and cash equivalents. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 2 $ 2  

Current portion of long-term debt to affiliated company . . . . . . . . . . . .  
Notes payable to affiliated company. . . . . . . . . . . . . . . . . . . . . . . . . . .  61 45 

Current portion of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . .  228 228 
3 3 33 
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Activity in our cash and cash equivalents in the nine months ended September 30, 2010, included the 
following: 

Increase 
(Decrease) 

(In millions) 

Cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 300 
Construction expenditures. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (21 8) 
A net increase in short-term borrowings from affiliated company . 16 
Expenditures to purchase assets from affiliate _ . "  (48) 
Payment of dividends. (50) 

$-- 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- 
We use net cash generated from our operations, external financing, financing from affiliates and/or infusions of 

capital from our Parent mainly to fund construction of plant and equipment. As of September 30, 2010, we had a 
working capital deficiency of $205 million, primarily due to the terms of certain tax-exempt bonds totaling 
$228 million which allow the investors to put the bonds back to the Company causing them to be classified as 
current portion of long-term debt. We believe we have adequate liquidity facilities to repurchase any bonds put back 
to the Company. Working capital deficiencies can be funded through an intercompany money pool agreement or 
through a syndicated credit facility as described below. We believe that our sources of funds will be sufficient to 
meet the needs of our business in the foreseeable future. 

On November 1,2010, we entered into a new $400 million unsecured Revolving Credit Agreement, expiring 
December 31, 2014. IJnder this credit facility, we have the ability to make cash borrowings and to request the 
lenders to issue letters of credit. Borrowings will generally bear interest at L,IBOR-based rates plus a spread, 
depending upon our senior unsecured long-term debt rating. The new credit facility contains a financial covenant 
requiring our debt to total capitalization to not exceed 70% and other customary covenants. IJnder certain 
conditions, we may request that the facility's capacity be increased by up to $100 million. This new credit facility 
replaced an existing bilateral line of credit totaling $35 million that was terminated on the effective date of the new 
facility. 

In addition, we maintain letter of credit facilities under which four letters of credit have been issued totaling 
$198 million, which support existing pollution control bonds totaling approximately $195 million. We plan to 
substitute letters of credit issued under our new Revolving Credit Agreement for these letters of credit c 
supporting pollution control bonds. After the substitution, we plan to terminate these letter of credit fac 

We also participate in an intercompany money pool agreement wherein our Parent and/or L.G&E make funds 
available to us at market-based rates (based on highly rated commercial paper issues) up to $400 million. 

We, through our Paient, sponsor pension and postretirement benefit plans for our employees. The performance 
of the capital markets affects the values of the assets that are held in trust to satisfy future obligations under the 
defined benefit pension plans. The market value of the combined investments, including the impact of benefit 
payments, within the plans increased by approximately 15% for the year ended December 31, 2009. The benefit 
plan assets and obligations of our Parent and the Company are remeasured annually using a December 31 
measurement date. Investment gains in 2009 resulted in a decrease to the plans' unfunded status upon actuarial 
revaluation of the plans, while investment losses in 2008 had the opposite effect. Our 2009 pension cost was 
approximately $20 million higher than 2008. We anticipate our 2010 pension cost will be approximately $5 million 
less than the 2009 expense. The amount of future funding will depend upon the actual return on plan assets, the 
discount rate and other factors, but we fund our pension obligations in a manner consistent with the Pension 
Protection Act of 2006. In January 2010, we made a voluntary contribution to our pension plan of $13 million. 

Future Capital Requirements 

Our construction program is designed to ensure that there will he adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed and appropriate revisions are made, when necessary, in construction schedules. At September 30,2010, 
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we estimated our capital expenditures for the three-year period ending December 31, 2012 to total approximately 
$1,125 million, consisting primarily of on-going construction related to generation assets totaling approximately 
$305 million, ash pond and landfill projects totaling approximately $210 million, on-going construction related to 
distribution assets totaling approximately $245 million, selective catalytic reduction projects totaling approxi- 
mately $155 million, installation of FGDs on Ghent and Brown units totaling approximately $125 million, 
information technology projects totaling approximately $35 million, other projects totaling approximately $25 mil- 
lion and construction of TC2 totaling approximately $25 million (including $5 million for environmental controls). 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures above the amounts currently expected over the next several years. With respect to NAAQS, CATR, 
CAMR (each as defined and described under “Business - Environmental Matters”) replacement and coal 
combustion byproducts developments, based on a preliminary analysis of proposed regulations, we may be 
required to consider actions such as upgrading existing emissions controls, installing additional emissions controls, 
upgrading byproducts disposal and storage and possible early replacement of coal-fired units. Our capital 
expenditures associated with such actions are preliminarily estimated to be in the $1.7 billion range over the 
next 10 years, although final costs may substantially vary. With respect to potential developments in water 
discharge, revised PCB standards, or GHG initiatives, costs in such areas cannot be estimated due to the preliminary 
status or uncertain outcome of such developments, but would be in addition to the above amounts and could be 
substantial. See Note 9 to our Third Quarter Financial Statements, included elsewhere in this offering memoran- 
dum, for further discussion of environmental matters. 

Future capital requirements may be affected in varying degrees by factors such as electric energy demand load 
growth, changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, changes in 
commodity prices and labor rates, changes in environmental regulations and other regulatory requirements. Credit 
market conditions can affect aspects of the availability, terms or methods in which we fund our capital requirements. 
We anticipate funding future capital requirements through operating cash flow, issuance of debt (including issuance 
of first mortgage bonds) and/or infusions of capital from our Parent. 

We have a variety of funding alternatives available to meet our capital requirements. We maintain a 
$400 million unsecured revolving credit facility with a maturity date of December 31, 2014, and we participate 
in an intercompany money pool arrangement wherein our Parent and/or LG&E make funds of up to $400 million 
available to the Company at market-based rates. 

Regulatory approvals are required for the Company to incur additional debt. The Virginia Commission and the 
FERC authorize the issuance of short-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatory Authority authorize the issuance of long-term debt. In November 2009, we received a two- 
year authorization from the FERC to borrow up to $400 million in short-term funds. We also have authorization 
from the Virginia Commission that expires at the end of 201 1 allowing short-term borrowing of up to $400 million. 
We currently believe this authorization provides the necessary flexibility to address any liquidity needs. As of 
September 30, 2010, we have borrowed $61 million of this authorized amount. 

In September 2010 the Kentucky Commission, and in October 2010 the Virginia Commission and the 
Tennessee Regulatory Authority, issued oiders in the Company’s respective financing cases associated with the PPL 
acquisition. The orders each authorized the Company to: 

issue notes to a PPL, affiliate to repay previously outstanding debt with an affiliate of E.ON AG; 

issue first mortgage bonds up to $1.556 billion to 
refund notes due to affiliates and 

fund our cash needs; 

0 issue first mortgage bonds to secuie and collateralize existing pollution control debt obligations; 

enter into and perfoim obligations under hedging agreements in connection with the issuance of the above 

enter into a multi-year revolving credit facility in an amount not to exceed $400 million. 

See Notes 7 , 8  and 9 to our 2009 Annual Financial Statements and Notes 8 and 9 to our Third Quarter Financial 

first mortgage bonds; and 

Statements, each included elsewhere in this offering memorandum, for additional infomation. 
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Contractual Obligations 
The following table is provided to summarize contractual cash obligations, as estimated by the Company at 

December 3 1, 2009. We anticipate cash from operations and external financing will be sufficient to fund future 
obligations. 

Contractual Cash Obligations 
Payments Due by Period 

2010 2011 2012 2013 2014 Thereafter Total 
(In millions) 

- - - - -  -- 
Short-term debt(a) . . . . . . . . . . . . . . . . . . . . .  $ 4.5 $ - $ - 
Long-term debt(b)(j) . . . . . . . . . . . . . . . . . . .  33 - 50 
Interest on long-term debt to affiliated 

company(c)(k). . . . . . . . . . . . . . . . . . . . . .  73 72 71 
Interest on fixed rate bonds(d) . . . . . . . . . . . .  2 2 2 
Operating leases(e). . . . . . . . . . . . . . . . . . . . .  7 6 5 
Unconditional power purchase obligations(f) . . 16 10 10 

Other obiigations(i) . . . . . . . . . . . . . . . . . . . .  57 5 -  

Coal and gas purchase obligations(g) . . . . . . .  391 307 14.5 
Postretirement benefit plan obligations(h) . . . .  5 6 6 

Total contractual cash obligations . . . . . . . . . .  $629 $408 $289 

(a) Represents borrowings from affiliated company due within one year. 

- -- - 
- - - -  

$ -  
17.5 

67 
2 
4 

11  
88 

6 

$353 

- - 
- - 

$ - -  
100 

61 
2 
4 

12 
92 

6 

$277 

- - 
- 

$ -  $ 4 5  
1,324(b) 1,682 

424 768 
21 31 
3 29 

177 236 
___ 1,023 
34 63 

62 
$1,983 $3,939 

- - -  
- -  - -  

(b) Includes $228 million of pollution control bonds classified as current liabilities, which bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

(c) Represents future interest payments on long-term debt to affiliated company. 
(d) Represents interest on fixed rate long-term bonds. Future interest obligations on variable rate long-term bonds 

(e) Represents future operating lease payments. 
(0 Represents future minimum payments under OMU and Ohio Valley Electric Corporation power purchase 

agreements through May 201 0 and 2026, respectively. 
(g) Represents contracts to purchase coal and natural gas transportation. Obligations for 201.5 and 2016 are indexed 

to future market prices and are not included above, since prices will be set in the future using the contracted 
methodology. 

cannot be quantified. 

(h) Represents currently projected cash flows for the postretirement benefit plan as calculated by the actuary. 
(i) Represents construction commitments, including commitments for TC2 and the FGDs. 
(j) Includes long-term debt to affiliate of $1,298 million in long-term debt and $33 million in short-term debt, 

which was replaced with other affiliate borrowings at the time of the PPL acquisition of our Parent, which 
borrowings will be repaid with proceeds of the Bonds. 

(k) Debt to affiliate will be repaid with the proceeds of the Bonds, thereby modifying future interest obligations. 

Off-Balance Sheet Arrangements 

elsewhere in this offering memorandum, for more information. 
We have very limited off-balance sheet activity. See Note 9 to our 2009 Annual Financial Statements, included 

Climate Change 
As a company with significant coal-fired generating assets, we could be substantially impacted by pending or 

future environmental rules or legislation requiring mandatory reductions in GHG emissions or other air emissions, 
imposing more stringent standards on discharges to waterways, establishing additional requirements for the 
handling or disposal of coal combustion byproducts, or addressing other environmental matters. However, the 
precise impact on our operations, including the reduction targets and deadlines that would be applicable, cannot be 
determined prior to the finalization of such requirements. 
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The cost to the Company and the effect on our business of complying with potential GHG restrictions will 
depend upon the details of the programs ultimately enacted. Some of the design elements which may have the 
greatest effect on the Company include (a) the required levels and timing of any carbon caps or limits, (b) the 
emission sources covered by such caps or limits, (c) transition and mitigation provisions, such as phase-in periods, 
free allowances or price caps, (d) the availability and pricing of relevant GHG-reduction technologies, goods or 
services and (e) economic, market and customer reaction to electricity price and demand changes due to GHG 
limits. While the costs to comply with future GHG developments are not currently determinable, such costs could 
be significant. 

Ultimately, environmental matters or potential environmental matters represent an important element of 
current or future potential capital requirements, future unit retirement or replacement decisions, supply and demand 
for electricity, operating and maintenance expenses or compliance risks for the Company. While we currently 
anticipate that many of such direct costs or effects may be recoverable through rates or other regulatory 
mechanisms, particularly with respect to coal-related generation, the availability, timing or completeness of such 
rate recovery cannot be assured. Ultimately, climate change matters could result in material effects on our results of 
operations, liquidity and financial condition. 

Growing global, national and local attention to climate change matters has led to the development of various 
international, federal, regional and state laws and regulations directly or indirectly relating to emissions of GHGs, 
including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal and natural gas, as 
occurs at our generating stations. In particular, beginning in January 201 1, GHG emissions from stationary sources, 
including our generating assets, will be subject to regulation by the EPA under the Prevention of Significant 
Deterioration and Title V provisions of the federal Clean Air Act through the GHG “tailoring” rule. Other 
developing laws and regulations include a variety of mechanisms and structures to regulate GHGs, including direct 
limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy efficiency 
or conservation measures, and may require investments in transmission, alternative fuel or carbon sequestration or 
other emission reduction technologies. See “Business - Environmental Matters,” Note 9 to our 2009 Annual 
Financial Statements and Note 9 to our Third Quarter Financial Statements, each included elsewhere in this offering 
memorandum, for additional information. 

Quantitative and Qualitative Disclosures about Market Risk 
We conduct energy trading and risk management activities to maximize the value of power sales from physical 

assets we own. Energy trading activities are principally foi ward financial transactions to manage price risk and are 
accounted for as non-hedging derivatives on a mark-to-market basis in accordance with the derivatives and hedging 
topic of the Financial Accounting Standards Board’s (“FASB”) Accounting Standards Codification (“ASC”). 

The Company manages its cost of borrowing by utilizing both fixed and floating rate debt. The exposure to 
floating rate debt can be mitigated through the use of interest rate swaps. We currently do not have any interest rate 
swaps in place. 

For more information, see Note 3 to our 2009 Annual Financial Statements and Note 4 to our Third Quarter 
Financial Statements, each included elsewhere in this offering memorandum. 

Critical Accounting PoliciesEstimates 

Preparation of financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the 
financial and operating environment also may have a significant effect, not only on the operation of the business, but 
on the results reported through the application of accounting measures used in preparing the financial statements 
and related disclosures, even if the nature of the accounting policies applied has not changed. Specific risks for these 
critical accounting policies are described in the notes to our audited and unaudited financial statements included 
elsewhere in this offering memorandum Each of these has a higher likelihood of resulting in materially different 
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reported amounts under different conditions or using different assumptions. Events rarely develop exactly as 
forecasted, and the best estimates routinely require adjustment. 

Recent accounting pronouncements and critical accounting policies and estimates including unbilled revenue, 
allowance for doubtful accounts, regulatory mechanisms, pension and postretirement benefits and income taxes are 
detailed in Notes 1, 2, 5, 6 and 9 to our 2009 Annual Financial Statements and Notes 1, 2, 6, 7 and 9 to our Third 
Quarter Financial Statements, each included elsewhere in this offering memorandum. 

Controls and Procedures 

Management is responsible for establishing and maintaining adequate intcrnal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. A company’s internal control over financial reporting includes those 
policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that transactions 
are recorded as necessary to permit preparation of financial statements in accordance with generally accepted 
accounting principles and that receipts and expenditures of the company are being made only in accordance with 
authorizations of management and directors of the company; and provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use or disposition ot the company’s assets that could 
have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

As of December 31,2009, we are not subject to the internal control and other requirements of the Sarbanes- 
Oxley Act of 2002 and associated rules (“Sarbanes-Oxley”) and consequently are not required to evaluate the 
effectiveness of our internal control over financial reporting pursuant to Section 404 of Sarbanes-Oxley. However, 
management has assessed the effectiveness of our internal control over financial reporting as of December 3 1,2009, 
using the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in Iriterrzal 
Coritrol - Integrated Frarnework. Management has concluded that, as of December 3 1, 2009, our internal control 
over financial reporting was effective based on those criteria. There have been no changes in our internal control 
over financial reporting that occurred during the twelve months ended December 31, 2009, or during the nine 
months ended September 30, 2010, that have materially affected, or are reasonably likely to materially affect our 
internal control over financial reporting. 

The effectiveness of our internal control over financial reporting as of December 31,2009, has been audited by 
PricewaterhouseCoopers LLP, an independent accounting firm, as stated in its report which is included within our 
2009 Annual Financial Statements included elsewhere in this offering memorandum. 
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RATIO OF EARNINGS TO FIXED CHARGES 

The following table sets forth the Company’s ratio of earnings to fixed charges for the nine months ended 
September 30,201 0 and for the years ended December 3 1,2009,2008,2007,2006 and 2005. Our ratios of earnings 
to fixed charges for the periods indicated are as follows: 

9-Months 
Ended 

September 
2005 2006 2007 2008 2009 2010 - - - - - -  

(In millions) 

Earnings: 
Income from continuing operations before income 

Exclude amounts reflected in line above: 

Mark to market impact of derivative 

taxes.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $176  $226  $ 2 4 4  $226  $200  $205  

IJndistributed income of Electric Energy, Inc. . . . .  2 2 5 - (11) 4 

- (1) . . . . . . . . . . . . . . . . . . . . . . . . . .  1 instruments(1) 1 __ __ 

Add fixed charges (see below). . . . . . . . . . . .  63 79 - 34 41 59 77 - - - - -  
Total Earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $207  $265  $298 - $ 3 0 2  $291 - $264  

Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 31 $ 39 $57 $74 - $ 76 - $ 61 

Estimated interest component of rental expense . . . . .  1 2 2 3 3 2 

Fixed charges: 

__ - __ __ ___ 
_.-- 

. . . . . . . . . . . . . . . . . . . . .  2 
- - - - , -  

Preferred stock dividends 

Total Fixed Charges . . . . . . . . . . . . . . . . . . .  $34 $ 59 - $77 $79 $63 
Ratio of Earnings to Fixed Charges . . . . . . . . . . . .  6.09 6.46 5.05 3.92 3.68 4.19 

(1) Represents non-cash unrealized gains or losses on derivative instruments recorded in the statements of income. 

Earnings, for purposes hereof, consist of earnings from continuing operations (as defined below) plus fixed 
charges. Fixed charges consist of all interest on indebtedness, amortization of debt discoiint and expense and the 
portion of rental expense that represents an imputed interest component. Earnings from continuing operations 
consist of income before taxes, undistributed income of EEI, and the mark-to-market impact of derivative 
instruments. 
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PRO FORMA RATIO OF EARNINGS TO FIXED CHARGES 

The following table sets forth the Company’s ratio of earnings to fixed charges for the nine months ended 
September 30, 2010 and for the year ended December 31, 2009, adjusted for the sale of the Bonds. 

9-Months 
Ended 

September 
2009 2010 -~ 

(In millions) 

Earnings: 
Income from continuing operations before income taxes. . . . . . . . . . . . . . . . . . .  $200 $205 

Exclude amounts reflected in line above: 
Adjustments to Income( 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 11  

. . . . . . . . . . . . . . . . . . . . . . . .  4 Undistributed income of Electric Energy, Inc. (1 1 )  
Mark to market impact of derivative instruments(2) . . . . . . . . . . . . . . . . . . . .  (1) 

Add fixed charges (see below). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  69 - 52 

I 

- 
Total Earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fixed charges: 
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to interest expense( 1). . . . . . . . . . . . . . . . . .  
Estimated interest component of rental expense . . . . . . . . . . . . . . . . . . . . . . . . .  
Preferred stock dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Fixed Charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . .  

Ratio of Earnings to Fixed Charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$291 

$ 76 
(10) 

3 

$69 
4.22 

$264 

$52 
5.08 

(1) Adjusted to give effect to the estimated net decrease in interest expense from refinancing using an average 

(2) Represents non-cash unrealized gains or losses on derivative instruments recorded in the statements of income. 

Earnings, for purposes hereof, consist of earnings from continuing operations (as defined below) plus fixed 
charges. Fixed charges consist of all interest on indebtedness, amortization of debt discount and expense and the 
portion of rental expense that represents an imputed interest component. Earnings from continuing operations 
consist of income before taxes, undistributed income of Electric Energy, Inc. (“EEI”), and the mark-to-market 
impact of derivative instruments. 

interest rate of 3.9%. 
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BUSINESS 

Overview 

Kentucky ‘IJtilities Company, incoiporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility 
engaged in the generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. 
We provide electric service to approximately 5 15,000 customers in 77 counties in central, southeastein and western 
Kentucky, to approximately 29,000 customers in 5 counties in southwestern Virginia and to 5 customers in Tennessee. 
Our service area covers approximately 6,600 square miles. During the first three quarters of 2010, approximately 99% 
of the electricity generated by us was produced by our coal-fired electric generating stations. The remainder is 
generated by a hydroelectric power plant and natural gas and oil fueled combustion turbines (“CTs”). In Virginia, we 
operate under the name Old Dominion Power Company. We also sell wholesale electric energy to 12 municipalities. 

Our affiliate, Louisville Gas and Electric Company (“LG&E’)), is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the distribution and sale of natural gas in 
Kentucky. We and L.G&E became indirect wholly-owned subsidiaries of PPL Corporation on November 1,2010. 

Operations 

The sources of our operating revenues and volume of sales for the year ended December 31, 2009 were as 
follows: 

Revenue % Revenue Volume % Volume 
(5 in millions. Volume in GWH) 

Industrial & Commercial. . . . . . . . . . . . . . . . . . . . . . .  $ 637 47% 10,171 49% 
Residential . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  480 35% 6,594 3 1 % 
Municipals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  91 7% 1,848 9% 
Other Retail . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 I8 9% 1,647 8% 
Wholesale( 1). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29 2% 660 3% 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  100% 20,920 100% Total $1,355 
- - 
- - - - 

(1) Includes transactions between the Company and LG&E 

Our business is affected by seasonal temperatures. As a result, operating revenues (and associated operating 
expenses) are not generated evenly throughout the year. We frequently experience dual peaks in winter and summei; 
our peak load in 2009 of 4,640 megawatts (“Mw”) occurred on January 16, when the temperature reached a low of 
-3 degrees Fahrenheit in Lexington. 

Our retail electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electric 
generation are reflected in the iates charged to retail electric customers. The FAC allows us to adjust customers’ 
accounts for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Refunds to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. The amount of the 
regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to the 
mechanism. 

Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act, including a return 
of operating expenses, and a return of and on capital invested, through the environmental cost recovery (“ECR’) 
mechanism. Pursuant to this mechanism, a regulatory asset or liability is established in the amount that has been 
under- or over-recovered due to timing or adjustments to the mechanism. This mechanism includes construction 
work in progress and a return on equity, currently set at 10.63%. 

We have contracts with the Tennessee Valley Authority (“TVA”) to act as our transmission Reliability 
Coordinator and Southwest Power Pool, Inc. (“SPP”) to function as our independent transmission operator, 
pursuant to FERC requirements. With respect to certain of these matters, we have submitted filings with the FERC 
and the Kentucky Commission proposing to approve agreed-upon continuations of these arrangements beyond their 
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previous September 201 0 expiration dates. The Kentucky Commission approved the continuation of this arrange- 
ment on October 27, 2010, and FERC approval is anticipated in 2010. 

We and LG&E jointly dispatch our generation units with the lowest cost generation used to serve retail native 
load. When we have excess generation capacity after serving our own retail native load and our generation cost is 
lower than that of LG&E, LG&E purchases electricity from us. When L,G&E has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of ours, we purchase electricity from 
LG&E. These transactions are recorded as intercompany wholesale sales and purchases and are recorded by each 
company at a price equal to the seller’s fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
companies. The volume of energy each company has to sell to the other is dependent upon its native load needs and 
its available generation. See Note 11 to our 2009 Annual Financial Statements and Note 10 to our Third Quarter 
Financial Statements, each included elsewhere in this offering memorandurn. 

Properties 

Our power generating system includes coal-fired units operated at our four steam generating stations. Natural 
gas and oil fueled CTs supplement the system during peak or emergency periods. As of December 31, 2009, we 
owned all or a portion of, and operated the following generating stations:” while targeting a 13%-15% reserve 
margin: 

Plant 

Steam Turbines 
- 

Ghent-Units 1-4 . . . . . . . . . . . .  
E.W. Brown-TJnits 1-3.. . . . .  
Green River - Units 3-4. . . . . .  
Tyrone-Unit 3 .  . . . . . . . . . . . . .  

Total Coal-fired Generation . . . .  
Combustion Turbines 

Trimble County -Units 5-10 . . 
E.W. Brown - TJnits 5-1 1 . . . . .  
Secondary CTs . . . . . . . . . . . . .  

Total Gas-fired Generation.. . . .  
Hydroelectric Stations 

Dix Dam. . . . . . . . . . . . . . . . . .  
Total Hydroelectric Generation. . 
In Construction 

Trimble County - IJnit 2:k:i’ . . .  

Grand Total . . . . . . . . . . . . . . . .  

Location 

Carroll County, KY 
Mercer County, KY 
Muhlenberg County, KY 
Woodford County, KY 

Trimble County, KY 
Mercer County, KY 
Fayette/Jefferson County, 
KY 

Mercer County, KY 

Trimble County, KY 

Summer 
2007 Heat Capability 2007 

(BtulKWh) Type Fuel (Mw) GWIi 
Rate Plant Rating Generation 

10,882 ST Coal 1,918 
10,630 ST Coal 697 
11,352 ST Coal 163 
13,156 ST Coal 71 

2,849 

- 

11,603 CT Gas 632 
15,424 CT Gas 757 
57,458 CT Gas 110 

- 
1,499 

NA NA Hydro 24 
24 

NA ST Coal NA 

4,372 

- 
- - 

1 1,346 
2,505 

625 
24 

14,500 

129 
56 
0 

185 

69 

69 

NA 

14,754 

Some of these units are jointly owned with LG&E and others (capability ratings reflect our ownership share). 
See Note 10 to our 2009 Annual Financial Statements, included elsewhere in this offering memorandum, for 
information regarding jointly-owned units. 
At November 1,2010, TC2, a new 760-Mw capacity base-load, coal fired unit that will be jointly owned by the 
Company (60.75%) and LG&E (14.25%) and unrelated third parties, remains under construction with com- 
pletion expected by year-end 2010. 
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At December 31, 2009, OUT tiansmission system included 130 substations (52 of which are shared with the 
distribution system) with a total capacity of approximately 13,016 Megavolt-ampere (“MVA”) and approximately 
4,040 miles of lines. The distribution system included 479 substations (52 of which are shared with the transmission 
system) with a total capacity of approximately 6,973 MVA, 14,136 miles of overhead lines and 2,209 miles of 
underground conduit. 

Substantially all of our real and tangible peisonal property located in Kentucky and used or to be used in 
connection with the generation, transmission and distribution of electricity, subject to certain exclusions and 
exceptions, is subject to the lien of the Mortgage, as described in “Description of the Bonds - Security; Lien of the 
Mortgage.” 

We own 20% of the common stock of EEI, which owns and operates a 1,162-Mw generating station in southern 
Illinois. EEI generally sells its production into the wholesale market. Additional information regarding property and 
investments is provided in Notes 1, 9 and 10 to our 2009 Annual Financial Statements and Note 9 to our Third 
Quarter Financial Statements, each included elsewhere in this offering memorandum. 

Construction arid Future Capital Reqiiirenieiits 

The Company and LG&E are currently constructing a new 760-Mw capacity base-load, coal fired unit, TC2, 
which will be,jointly owned by the Company (60.75%) and LG&E (14.25%), together with the Illinois Municipal 
Electric Agency and the Indiana Municipal Power Agency. Each owner is responsible for its proportionate share of 
the capital cost during construction, and fuel, operation and maintenance cost when TC2 begins operation, which is 
scheduled to occur by year-end 2010. The contract price and its components attributable to us, currently 
approximating $697 million (including $192 million for environmental controls) are subject to a number of 
potential adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. 

Our construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed, and appropriate revisions are made, when necessary, in construction schedules. At September 30,201 0, 
we estimated our capital expenditures for the three-year period ending December 3 1,2012, including those for TC2, 
to total approximately $1.1 billion, consisting primarily of the following: 

($ in millions) 

Construction of generation assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 305 
Construction of distribution assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  245 
Ash pond and landfill pro,jects . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  210 
BrownSCR . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  . . . . . . . . . .  15s 
Installation of FGDs on Gbent and Brown units. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  125 
Information technology projects . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  35 
Other projects . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  25 
Construction of TC2 (includes $5 million for environmental controls) . . . . . . . . . . . . .  25 

$1,125 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures over the next several years. See “Business - Environmental Matters.” Future capital requirements 
may be affected in varying degrees by factors such as electric energy demand, load growth, changes in construction 
expenditure levels, rate actions by regulatory agencies, new legislation, changes in commodity prices and labor 
rates, further changes in environmental regulations and other regulatory requirements. Credit market conditions can 
affect aspects of the availability, terms or methods in which we fund our capital requirements. We anticipate funding 
future capital requirements through operating cash flow, debt and/or infusions of capital from our Parent. 

For a discussion of liquidity, capital resources and financing activities, see “Management’s Discussion and 
Analysis.” 
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Coal Supply 

Coal-fired generating units provided approximately 99% of our net kilowatt-hour (“Kwh”) generation for 
2009. The remaining net genelation for 2009 was provided by natural gas and oil fueled CT peaking units and a 
hydroelectric plant. Coal is expected to be the predominant fuel used by us in the foreseeable future, with natural gas 
and oil being used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. We have no 
nuclear generating units and have no plans to build any in the foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessary to avoid operational disruptions at the coal- 
fired generating units. Reliability of coal deliveries can be affected from time to time by a number of factors 
including fluctuations in demand, coal mine production issues and other supplier or transporter operating 
difficulties. 

We have entered into coal supply agreements with various suppliers for coal deliveries for 2010 and beyond, 
and normally augment our coal supply agreements with spot market purchases. We have a coal inventory policy 
which we believe provides adequate protection under most contingencies. 

For our existing units, we expect to continue purchasing coal from western and eastern Kentucky, West 
Virginia, southern Indiana, southern Illinois and Ohio for the foreseeable future. With the installation of FGDs, we 
expect our use of higher sulfur coal to increase. Following commercial operation of the new TC2 unit, we may 
purchase small quantities of ultra low sulfur content coal from Wyoming for blending. Coal is delivered to our 
generating stations by a mix of transportation modes, including barge, truck and rail. 

Rates and Regulation 

We are subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, OUT 

accounting is subject to the regulated operations guidance of the FASB ASC. Given our competitive position in the 
marketplace and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application of the regulated operations guidance of the FASB ASC. 

Our Kentucky base rates are calculated based on a return on capitalization (common equity, long-term debt and 
notes payable) including certain regulatory adjustments to exclude non-regulated investments and environmental 
compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory assets or 

es are excluded from the return on capitalization utilized in the calculation of Kentucky base 
rates; therefore, a return is earned on all Kentucky regulatory assets. Our Virginia base rates are calculated based on 
a return on rate base (net utility plant less deferred taxes and miscellaneous deductions). All regulatory assets and 
liabilities are excluded from the return on rate base utilized in the calculation of Virginia base rates. 

PPL, Acp i~ i f ion .  In September 2010, the Kentucky Commission approved the September 2010 settlement 
agreement among PPL, and all of the intervening parties to PPYs joint application to the Kentucky Commission for 
approval of its acquisition of ownership and control of our Parent, the Company and LG&E. In the settlement, the 
parties agreed that we and LG&E would commit that no base rate increases would take effect before January 1, 
2013. The Company’s rate increase that took effect on August 1,2010 (as described below) will not be impacted by 
the settlement. Under the terms of the settlement, we retain the right to seek approval foi the deferral of 
“extraordinary and uncontrollable costs.” Interim rate adjustments will continue to be permissible during that 
period for existing fuel, environmental and DSM recovery mechanisms. The agreement also substitutes an 
acquisition savings shared deferral mechanism for the requirement that the Company file a synergies plan with 
the Kentucky Commission. This mechanism, which will be in place until the earlier of five years or the first day of 
the year in which a base rate increase becomes effective, permits the Company to earn up to a 10.75% return on 
equity. Any earnings above a 10.75% return on equity will be shared with customers on a 50%/50% basis. The 
Kentucky Commission order and the settlement agreement contained a number of other commitments with regard 
to operations, workforce, community involvement and other matters. 

In October 2010, both the Virginia Commission and the Tennessee Regulatory Authority approved the transfer 
of control of the Company from E.ON US Investments Corp. to PPL. Each of these oiders contained certain 
commitments with regard to operations, workforce, community involvement and other matters. 
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In October 2010, the FERC approved the September 2010 settlement agreement among the Company, LG&E, 
other applicants and protesting parties. The settlement agreement includes various conditional commitments, such 
as a continuation of certain existing undertakings with protesters in prior cases, an agreement not to terminate 
certain of our municipal customer contracts prior to January 2017, an exclusion of any transaction-related costs 
from wholesale energy and tariff customer rates to the extent that we have agreed to not seek the same transaction- 
related cost from retail customers and agreements to coordinate with protesters in certain open or on-going matters. 

Keritiichy Rate Case. In January 2010, we filed an application with the Kentucky Commission requesting an 
increase in electric base rates of approximately 12%, or $1 35 million annually, including an 11 5% return on equity. 
We requested the increase, based on the twelve month test year ended October 3 1,2009, to become effective on and 
after March 1,2010. The requested rates were suspended until August 1,2010. A number of intervenors entered the 
rate case, including the office of the Attorney General of Kentucky (the “AG’) Kentucky Attorney General’s office, 
certain representatives of industrial and low-income groups and othei third parties, and submitted filings chal- 
lenging our requested rate increases, in whole or in part. A hearing was held on June 8, 2010. We and all of the 
intervenors except the AG agreed to a stipulation providing for an increase in electric base rates of $98 million on an 
annual basis and filed a request with the Kentucky Commission to appiove such stipulation. In July 2010, the 
Kentucky Commission issued an order in the proceeding approving all the provisions of the stipulation, with rates 
effective on and after August 1, 2010. 

Virgiriia Rate Case. In June 2009, we filed an application with the Virginia Commission requesting an 
increase in electric base rates for our Virginia jurisdictional customers in an amount of $12 million annually or 
approximately 21%. The proposed increase reflected a proposed rate of return on rate base of 8.586% based on a 
return on equity of 12%. During December 2009, we and the Virginia Commission Staff agreed to a stipulation and 
recommendation authorizing base rate revenue increases of $1 I million annually and a return on rate base of 
7.846% based on a 10.5% return on common equity. A public hearing was held during January 2010. As permitted, 
pursuant to a Virginia Commission order, we elected to implement the proposed rates effective November I ,  2009, 
on an interim basis. In March 2010, the Virginia Commission issued an order approving the stipulation, with the 
increased rates to be put into effect as of April 1, 2010. As part of the stipulation, we refunded approximately 
$1 million in interim rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed 
with the Virginia Cornmission detailing the costs of the refunds, the accounts charged and confirming that 
applicable refunds had been applied. 

FERC Wholesale Rate Case. In September 2008, we filed an application with the FERC for increases in 
electric base rates applicable to wholesale power sales contracts or interchange agreements involving, collectively, 
twelve Kentucky municipalities. The application requested a shift from an all-in stated unit charge rate to an 
unbundled formula rate, including an annual adjustment mechanism. In May 2009, the FERC issued an order 
approving a settlement among the parties in the case, incorporating increases of approximately 3% from prior rates 
and a return on equity of 1 1 %. In May 2010, we submitted to the FERC the proposed current annual adjustment to 
the formula rate. This updated rate became effective on July 1, 2010, subject to certain review procedures by the 
wholesale requirements customers and the FERC, including potential refunds in the case of disallowed costs 01- 

charges. 

By mutual agreement, the parties’ settlement of the 2008 application left outstanding the issue of whether we 
must allocate to the municipal customers a portion of renewable resources we may be required to procure on behalf 
of our retail ratepayers. In August 2009, the FERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An order was issued by the FERC in July 2010, indicating that we are not required to 
allocate a portion of any renewable resources to the twelve municipalities, thus resolving the remaining issue. 

Refiind of Over-Collected Arnoiirzts. On July 15, 2010, our Parent, on behalf of the Company and LG&E, 
submitted an informational filing indicating it had inadvertently over-collected certain costs related to the 
independent transmission organization and reliability coordinator in rates charged pursuant to the Attachment 
O formula rate included in the companies’ open access transmission tariff. Total refunds being issued in connection 
with the inadvertent recovery are approximately $1.2 million. No action has been taken by FERC with respect to 
this informational filing. 
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Storin Restorntion. 111 January 2009, a significant ice storm passed thiough our service territory causing 
approximately 199,000 customer outages and was followed closely by a severe wind storm in February 2009 that 
caused approximately 44,000 customer outages. We incurred $57 million in incremental operation and maintenance 
expenses and $33 million in capital expenditures related to the restoration following the two storms. We filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and defer 
for future recovery approximately $62 million in inciemental operation and maintenance expenses related to the stonn 
restoration. In September 2009, the Kentucky Commission issued an order allowing us to establish a regulatory asset of 
up to $62 million based on our actual costs for storm damages and service restoration due to the January and 
February 2009 storms. In September 2009, we established a regulatory asset of$s7 million for actual costs incurred. We 
received approval in our current base rate case to recover this asset over a ten year period beginning August 1, 2010. 

In September 2008, high winds fiom the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, we filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset, and defer for future recovery, approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
order allowing us to establish a regulatory asset of up to $3 million based on our actual costs for storm damages and 
service restoration due to Huiiicane Ike. In December 2008, we established a regulatory asset of $2 million for 
actual costs incurred. We received approval in our current electric base late cases to recover this asset over a ten yea1 
period beginning August 1, 2010. 

2008 Rate C o x .  In July 2008, we filed an application with the Kentucky Commission requesting an increase 
in base electric rates. In conjunction with the filing of the application for a change in base rates, based on previous 
orders by the Kentucky Commission approving settlement agreements among all interested parties, the VDT 
surcredit terminated in August 2008. The VDT surcredit was a regulatory mechanism that reduced rates as the result 
of changes made to reduce operating costs following a previous acquisition transaction involving our Parent. In 
February 2009, the Kentucky Commission issued an order approving a settlement agreement among us, the AG, the 
Kentucky Industrial Utility Consumeis, Inc. and all other parties to the rate case, under which our base electric rates 
decreased by $9 million annually effective February 6,2009, at which time the merger surcredit (which originated 
as part of our Parent's merger with KU Energy Corporation in 1998) terminated. 

Rate Mechaiiisins 

FAC. Our retail electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electric 
generation are reflected in the rates charged to retail electric customers. The FAC allows us to ad,just customers' 
accounts for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Credits to customers occur if the actual costs are below the embedded cost component. Additional 
charges to customers occur if the actual costs exceed the embedded cost component. A regulatory asset or liability is 
established in the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

ECR. Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act and those 
federal, state and local environmental requirements that apply to coal combustion wastes and by-products from 
facilities utilized for production of energy from coal, including a return of operating expenses, and a return of and on 
capital invested, through the ECR mechanism. Pursuant to this mechanism, a regulatory asset or liability is 
established in the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 
This mechanism includes construction work in progress and a return on equity, currently set at 10.63%. 

DSM. Our rates contain a DSM provision which includes a rate mechanism that provides for concurrent 
recovery of DSM costs and provides an incentive for implementing DSM programs. The provision allows us to 
recover revenues from lost sales associated with the DSM programs based on program plan engineering estimates 
and post-implementation evaluations. 

For a further discussion of current rates and regulatory matters, see Notes 2, 9 and 12 to our 2009 Annual 
Financial Statements and Notes 2 and 9 to our Third Quarter Financial Statements, included elsewhere in this 
offering memorandum. 
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Environmental Matters 

Ge/ieial. Protection of the environment is a major priority for us and a significant element of our business 
activities. Our properties and operations are sub,ject to extensive environmental-related oversight by federal, state 
and local regulatory agencies, including via air quality, water quality, waste management and similar laws and 
regulations. Therefore, we must conduct our operations in accordance with numerous permit and other require- 
ments issued under or contained in such laws or regulations. 

Chiate Change. Growing global, national and local attention to climate change matters has led to the 
development of various international, federal, regional and state laws and regulations directly or indirectly relating 
to emissions of GHGs, including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal and 
natural gas, as occurs at our generating stations. In particular, beginning in January 2011, GHG emissions from 
stationary sources, including our generating assets, will be subject to regulation by the EPA under the Prevention of 
Significant Deterioration and Title V provisions of the federal Clean Air Act through the GHG “tailoring” rule. Other 
developing laws and regulations include a vaiiety of mechanisms and structures to regulate GHGs, including direct 
limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy efficiency or 
conservation measures, and may require investments in transmission, alternative fuel or carbon sequestration or other 
emission reduction technologies. 

While the final terms and impacts of such developments cannot be estimated, we, as a primarily coal-fired 
utility, could be adversely affected. Among other emissions, GHGs include carbon-dioxide, which is produced via 
the combustion of fossil-fuels such as coal and natural gas. Our generating fleet is approximately 63% coal-fired, 
37% oil/gas-fired and less than 1 % hydroelectric based on capacity. During 2009, we produced approximately 99% 
of our electiicity from coal and I %  from natural gas combustion, on a megawatt-hours basis. During 2009, our 
emissions of GHGs were approximately 14.2 million metric tons of carbon-dioxide equivalents from our owned or 
contiolled generation sources. While our generation activities account for the bulk of our GHG emissions, other 
GHG sources at the Company include operation of motor vehicles and powered equipment, evaporation associated 
with gas pipelines, refrigerating equipment and similar activities. 

A/nbierit Air Quality The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards (“NAAQS”). Each state must identify “nonattainment areas” within its boundaries that fail to comply 
with the NAAQS and develop a state implementation plan (“SIP”) to bring such nonattainment areas into 
compliance. If a state fails to develop an adequate plan, the EPA must develop and implement a plan. As the 
EPA increases the stringency of the NAAQS through its periodic reviews, the attainment status of various aieas may 
change, thereby triggering additional emission reduction obligations under revised SIPS aimed to achieve 
attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SOz and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the 
midwestern lJ.S. to the northeastern 1J.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the Clean Air Interstate Rule (“CAIR’) which required additional 
SOz emission reductions of 70% and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a 
two-phase cap and trade program, with initial reductions of NOx and SO2 emissions due by 2009 and 2010, 
respectively, and final reductions due by 201.5. In 2006, Kentucky proposed to amend its SIP to adopt state 
requirements similar to those under the federal C A E .  

In July 2008, a federal appeals court issued a ruling finding deficiencies in the C A R  and vacating it. In 
December 2008, the Court amended its previous order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. The remand of the C A R  results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and our compliance plans relating thereto, due to the interconnection 
of the C A R  with such associated programs. 
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In January 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. In addition, the EPA published final revised NAAQS for nitrogen dioxide (“NO;’) and SOz in February 
2010 and June 2010, respectively, which are more stringent than previous standards. Depending on the level of 
action determined necessary to bring local nonattainment areas into compliance with the revised NAAQS, our 
power plants are potentially subject to requirements for additional reductions in SO2 and NOx emissions. 

In July 2010, the EPA issued the proposed the Clean Air Transport Rule (“CATR’), which selves to replace the 
CAIR. The CATR provides for a two-phase SOz reduction program with Phase I reductions due by 2012 and 
Phase I1 reductions due by 2014. The CATR provides for NOx reductions in 2012, but the EPA advised that it is 
studying whether additional NOx reductions should be required for 2014. The CATR is more stringent than the 
CAIR as it accelerates certain compliance dates and provides for only intrastate and limited interstate trading of 
emission allowances. In addition to its preferred approach, the EPA is seeking comment on alternative approaches, 
including one which would provide for individual emission limits at each power plant. The EPA has announced that 
it will propose additional “transport” rules to address compliance with revised NAAQS for ozone and particulate 
matter which will be issued by the EPA in the future, as discussed below. 

Ha7ardous Air Pollirtants. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions from electric utilities and submitted a ieport to Congress identifying mercury emissions from coal-fired 
power plants as warranting further study. In 2005, the EPA issued the Clean Air Mercury Rule (“CAMR’) 
establishing mercury standards for new power plants and requiring all states to issue new SIPS including mercury 
requiremcnts forexisting power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 
mercury reduction targets would be achieved as a “co-benefit” of the controls installed for purposes of compliance 
with the CAIR. In addition, in 2006, the Metro Louisville Air Pollution Control District adopted rules aimed at 
regulating additional hazaidous air pollutants from sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR, with a proposed rule due by March 201 1 and a final rule due by November 201 1. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new rules with different or more stringent 
requirements for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its 
corresponding state mercury regulations. 

Ash poi id^ and Coal-Cornbii~tioii Byprodircts. The EPA has undertaken various initiatives in response to a 
December 2008 impoundment failure at the TVA‘s Kingston power plant, which resulted in a major release of coal 
combustion byproducts into the environment. The EPA issued information requests to utilities throughout the 
country, including the Company, to obtain information on their ash ponds and other impoundments. In addition, the 
EPA inspected a large number of impoundments located at power plants to determine their structural integrity. The 
inspections included several of our impoundments, which the EPA found to be in satisfactory condition except for 
certain impoundments at the Mill Creek and Cane Run stations, which were determined to be in fair condition. In 
June 2010, the EPA published proposed regulations for the management of coal combustion byproducts. The EPA 
has proposed two alternatives: ( 1 )  regulation of coal combustion byproducts in landfills and ash ponds as a 
hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with minimum national standards. 
Under both alternatives, the EPA has proposed safety requirements to address the structural integrity of ash ponds. 
In addition, the EPA will consider potential refinements of the provisions for beneficial reuse of coal combustion 
byproducts. 

Water Discharges arid PCB Regiilatioiis. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
(“PCBs”) in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new iules are finalized. 

Zrnpact of Peridirig and Future Erzvirorzrnerital Developrnents. As a company with significant coal-fired 
generating assets, we will likely be substantially impacted by pending or ruture environmental rules or legislation 

48 



requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent standards on 
discharges to waterways, 01 establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations will likely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by us over the next several years. Due to the uncertain 
nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets and the 
deadlines that will be applicable, we cannot finalize estimates of the potential compliance costs, but should the final 
rules incorporate additional emission reduction requirements, require more stringent emissions controls or 
implement more stringent byproducts storage and disposal practices, such costs will likely be significant. With 
respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, based on a 
preliminary analysis of proposed regulations, we may be required to consider actions such as upgrading existing 
emissions controls, installing additional emissions controls, upgrading byproducts disposal and storage and 
possible early replacement of coal-fired units. Our capital expenditures associated with such actions are prelim- 
inarily estimated to be in the $1.7 billion range over the next 10 years, although final costs may substantially vary. 
With respect to potential developments in water discharge, revised PCB standards or GHG initiatives, costs in such 
areas cannot be estimated due to the preliminary status or uncertain outcome of such developments, but would be in 
addition to the above amount and could be substantial. Ultimately, the precise impact on our operations of these 
various environmental developments cannot be determined prior to the finalization of such requirements Based on 
piior regulatory precedent, we believe that many costs of complying with such pending or future requirements 
would likely be recoverable under the ECR or other potential cost-recovery mechanisms, but we can provide no 
assurance as to the ultimate outcome of such proceedings before the regulatory authorities. 

Environmental laws and regulations applicable to our business and governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contaminants and employee health and safety are discussed in Notes 2 and 9 to our 2009 Annual Financial Statements 
and Notes 2 and 9 to our Third Quarter Financial Statements, each included elsewhere in this offering memorandum. 

State Executive or Legislative Matters 
In November 2008, the Governor of Kentucky issued an action plan to create efficient, sustainable energy 

solutions and strategies and move toward state energy independence. The plan outlines the following seven 
strategies to work toward these goals: 

Imp1 ove the energy efficiency of Kentucky’s homes, buildings, industi ies and transportation fleet 
Increase Kentucky’s use of renewable energy 

0 Sustainably grow Kentucky’s production of biofuels 
Develop a coal-to-liquids industry in Kentucky to replace petroleum-based liquids 

* Implement a major and comprehensive effort to increase gas supplies, including coal-to-gas in Kentucky 
Initiate aggressive carbon capture/sequestration projects for coal-generated electricity in Kentucky 
Examine the use of nuclear power for electricity generation in Kentucky 

In December 2009, the Governor of Kentucky’s Executive Task Force on Biomass and Biofuels issued a final 
report to establish potential strategic actions to develop biomass and biofuels industries in Kentucky. The plan noted 
the potential importance of biomass as a renewable energy source available to Kentucky and discussed various goals 
or mechanisms, such as the use of approximately 25 million tons of biomass for generation fuel annually, allotment 
of electricity and gas taxes and state tax credits to support biomass development. 

In January 2010, a state-established Kentucky Climate Action Plan Council commenced formal activities. The 
council, which includes governmental, industry, consumer and other representatives, seeks to identify possible 
Kentucky responses to potential climate change and federal legislation, including increasing statewide energy 
efficiency, energy independence and economic growth. The council has established various technical work groups, 
including in the areas of energy supply and energy effciency/conservation, to provide input, data and 
recommendations. 

During prior legislative sessions, v a ~  ious bills have been introduced in the Kentucky General Assembly with 
respect to environmental or utility inatteis, including potential renewable energy portfolio requirements, energy 
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conservation measures, coal mining or coal byproduct operations and other matters. It is expected that similar 
legislation will be introduced in upcoming sessions, but the prospects and final terms of any such legislation cannot 
be determined. 

Legislative and regulatory actions as a result of these proposals and their impact on the Company, which may 
be significant, cannot currently be predicted. 

Competition 

There are currently no other electric public utilities operating within our service area. At this time, neither the 
Kentucky General Assembly nor the Kentucky Commission has adopted or approved a plan or timetable for retail 
electric industry competition in Kentucky. The nature or timing of the ultimate legislative or regulatory actions 
regarding industry restiucluring and their impact on us, which may be significant, cannot currently be predicted. 
Virginia, formerly a deregulated jurisdiction, has enacted legislation which implements a hybrid model of cost- 
based regulation. 

Employees and Labor Relations 

We had 964 full-time regular employees at December 3 1,2009, 149 of which were operating, maintenance and 
construction employees represented by the IBEW (“International Brotherhood of Electrical Workers”) Local 2 100 
and the IJnited Steelworkers of America (“IJSWA”) Local 9447-01. Effective August 4, 2009, we and our 
employees represented by the IBEW Local 21 00 entered into a three-year collective bargaining agreement. The 
agreement provides for negotiated increases or changes to wages, benefits or other provisions and for annual wage 
re-openers. We and employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement in August 2008. This agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. 

Related Party Transactions 

We, our Parent and subsidiaries of our Parent engage in related party transactions. See Note 11 to our 2009 
Annual Financial Statements and Note 10 to our Third Quarter Financial Statements, each included elsewhere in 
this offering memorandum, for more information. 

Legal Proceedings 

For a description of the significant legal proceedings, including, but not limited to, certain rates and regulatory, 
environmental, climate change and litigation matters, involving the Company, reference is made to the information 
in Note 9 to our 2009 Annual Financial Statements and Note 9 to our Third Quarter Financial Statements, each 
included elsewhere in this offering memorandum. 

In connection with an administrative proceeding alleging a violation by a former Argentine subsidiary of our 
Parent under that country’s 2002-2003 emergency currency exchange laws, claims are pending against the 
subsidiary’s then directors, including two individuals who are executive officers of the Company, in a specialized 
Argentine financial criminal court. lJnder applicable Argentine laws, directors of a local company may be liable for 
monetary penalties for a subject company’s violations of the currency laws. The subsidiary and the relevant 
executive officers believe their actions were in compliance with the relevant laws and have presented defenses in the 
administrative and criminal proceedings. Our Parent has standard indemnification arrangements with its executive 
officers. The former subsidixy is now owned by a third-party, which has agreed to indemnify our Parent and the 
relevant executive officers. 

In the noimal course of business from time to time, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against the Company. To the extent that damages are assessed in any of these 
actions or proceedings, the Company believes that its insurance coverage is adequate. Although we cannot 
accurately predict the amount of any liability that may ultimately arise with respect to such matters, management, 
after consultation with legal counsel, does not currently anticipate that liabilities arising out of other currently 
pending or threatened lawsuits and claims will have a material adverse effect on the Company’s financial condition 
or results of operations. 
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EXECUTIVE AND FINANCIAL OFFICERS OF THE COMPANY 

As of November 1. 2010: 

Name - Age - 
Victor A. Staffieri . . . . . . . . . . . . I ~ . . 55 

John R. McCall I . ~ . . ~ . . . . . . . . . . . 67 

S. Bradford Rives . ~ , . . . . . . . . . . . . . . 52 

Chris Hermann . , . . . . I . . . . . . ~ . ~ . . 63 

Paula H. Pottinger , . . . . . . . . . . . . . . 53 

Paul W. Thompson . . . . . . . . . . . . . . . I 53 

Position 

Chairman of the Board, President and 
Chief Executive Officer 

Before he was elected to his current 
position, Mr. Staffieri was President and 
Chief Operating Officer of LG&E 
Energy Corp. (“LG&E Energy,” the 
predecessor to our Parent) from March 
1999 to April 2001 (including President 
of LG&E and the Company from June 
2000 to April 2001). 
Executive Vice President, General 
Counsel, Corporate Secretary and Chief 
Compliance Officer 

Mr. McCall has been Executive Vice 
President, General Counsel and 
Corporate Secretary of LG&E Energy 
and LG&E since July 1994 and of the 
Company since May 1998. 
Chief Financial Officer 

Before he was elected to his current 
position, Mr. Rives was Senior Vice 
President - Finance and Controller of 
LG&E Energy, LG&E and the Company 
from December 2000 to September 2003. 
Senior Vice President - Energy 
Delivery 

Before he was elected to his current 
position, Mr. Hermann was Senior Vice 
President - Distribution Operations, of 
LG&E Energy, L,G&E and the Company 
from December 2000 to February 2003. 
Senior Vice President - Human 
Resources 

Before she was elected to her current 
position, Ms. Pottinger was Vice 
President - Human Resources of LG&E 
Energy, LG&E and the Company from 
June 2002 to January 2006. 
Senior Vice President - Energy 
Services 

Before he was elected to his current 
position, Mr. Thompson was Senior Vice 
President - Energy Services of LG&E 
Energy from August 1999 to June 2000. 

Effective Date of 
Election to 

Present Position 

May 2001 

July 1994 

September 2003 

February 2003 

January 2006 

June 2000 
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Age Name 

Kent W. Blake.. . . . . . . . . . . . . . . . . . .  44 
- - 

Daniel K. Arbough . . . . . . . . . . . . . . . .  49 

Valerie L. Scott. . . . . . . . . . . . . . . . . . .  54 

Position 

Vice President - Corporate Planning 
and Development 

Before he was elected to his current 
position, Mr. Blake was Vice President 
State Rates and Regulation of the 
Parent, the Company and LG&E from 
April 2007 to August 2007. 
Treasurer 

In addition to his current position, 
Mr. Arbough held the positions of 
Director, Corporate Finance of LG&E 
Energy, LG&E and the Company from 
May 1998 to March 2007. 
Controller 

Before she was elected to her current 
position, Ms. Scott was Director, 
Financial Planning and Accounting - 
IJtility Operations of the Company from 
September 2002 to December 2004. 

Effective Date of 
Election to 

Present Position 

August 2007 

December 2000 

January 2005 

All officers serve in the same capacities at the Company, the Parent and LG&E. 
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DESCRIPTION OF THE BONDS 

The following summary description sets forth certain terms and provisions of the Bonds that we are offering by 
this offering memorandum. Because this description is a summary, it does not describe every aspect of the Bonds or 
the Mortgage (as defined below) under which the Bonds will be issued. The Mortgage and its associated documents 
contain the full legal text of the matters described in this section. This summary is subject to and qualified in its 
entirety by reference to all of the provisions of the Bonds and the Mortgage, including definitions of certain terms 
used in the Mortgage. We also include references in parentheses to certain sections of the Mortgage. Whenever we 
refer to particular sections or defined terms of the Mortgage in this offering memorandum, such sections or defined 
terms are incorporated by reference herein. 

General 

We will issue each series of the Bonds as a series of debt securities under our indenture, dated as of October 1, 
2010 (as such indenture may be amended and supplemented from time to time, the “Mortgage”), to The Bank of 
New York Mellon, as trustee (the “Trustee”). The Mortgage effectively does not limit the aggregate principal 
amount of bonds or other debt securities that may issued thereunder, subject to meeting certain conditions to 
issuance, including those described below under “Issuance of Additional Mol tgage Securities.” The Bonds and all 
other debt securities issued previously or hereafter issued under the Mortgage are collectively referred to herein as 
“Mortgage Securities.” The Mortgage constitutes a first mortgage lien, subject to Permitted Liens and exceptions 
and exclusions as described below, on substantially all of our real and tangible personal propeity located in 
Kentucky and used or to be used in connection with the generation, transmission and distribution of electricity. (See 
“---Security; Lien of the Mortgage” below.) As of the date of this offering memorandum, approximately 
$351 million of first mortgage bonds are issued and outstanding under the Mortgage, and have been pledged 
to secure pollution control revenue bonds issued by various counties in Kentucky on our behalf. See “Summary - 
Recent Developments - Pollution Control Revenue Bonds.” 

The Bonds will be issued in fully registered form only, without coupons. The Bonds will be initially 
represented by one or more fully registered global securities (the “Global Securities”) deposited with the Trustee, 
as custodian for The Depository Trust Company (“DTC’), as depositary, and registered in the name of DTC or 
DTC’s nominee. A beneficial interest in a Global Security will be shown on, and transfers or exchanges thereof will 
be effected only through, records maintained by DTC and its participants, as described below under “- Book-Entry 
Only Issuance - The Depository Trust Company.” The authorized denominations of the Bonds will be $2,000 and 
any larger amount that is an integral multiple of $1,000. Except in limited circumstances described below, the Bonds 
will not be exchangeable for Bonds in definitive certificated form. 

The 2015 Bonds are initially being offered in one series in the principal amount of $250,000,000. The 2020 
Bonds are initially being offered in one series in the principal amount of $500,000,000. The 2040 Bonds are initially 
being offered in one series in the piincipal amount of $7SO,OOO,OOO. We may, without the consent of the Holders of 
the applicable series of Bonds, increase the principal amount of any series of Bonds and issue additional bonds of 
the applicable series having the same ranking, interest rate, maturity and other terms (other than the date of issuance 
and, in some circumstances, the initial interest accrual date and initial interest payment date) as the Bonds, but we 
will not reopen a series unless the additional bonds are fungible with the previously issued bonds for 1J.S. fedexal 
income tax purposes. Any such additional bonds would, together with the Bonds of the applicable series offered by 
this offering memorandum, constitute a single series of securities under the Mortgage and may be tieated as a single 
class for all purposes under the Mortgage, including, without limitation, voting waivers and amendments. 

Maturity; Interest 

The 2015 Bonds will mature on November 1,2015 and will bear interest from the date of issuance at a rate of 
1.625% per annum. The 2020 Bonds will mature on November 1 ,  2020 and will bear interest from the date of 
issuancc at a rate of 3.250% per annum. The 2040 Bonds will mature on November 1, 2040 and will bear interest 
from the date of issuance at a rate of 5.125% per annum. Interest will be payable on each series of Bonds on May 1 
and November 1 of each year (each, an “Interest Payment Date”), commencing on May 1 ,  201 1, and at maturity 
(whether at the applicable stated maturity date, upon redemption or acceleration, or otherwise) (“Maturity”). 
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Subject to certain exceptions, the Mortgage provides for the payment of interest on an Interest Payment Date only to 
persons in whose names the Bonds are registered at the close of business on the Regular Record Date, which will be 
the April 15 and October 15 (whether or not a Business Day), as the case may be, immediately preceding the 
applicable Interest Payment Date; except that interest payable at Maturity will be paid to the person to whom 
principal is paid. 

Interest on the Bonds will be calculated on the basis of a 360-day year of twelve 30-day months, and with 
respect to any period less than a full calendar month, on the basis of the actual number of days elapsed during the 
period. 

Payment 

So long as the Bonds are registered in the name of DTC, as depository for the Bonds as described herein under 
“- Book-Entry Only Issuance - The Depository Trust Company” or DTC’s nominee, payments on the Bonds will 
be made as described therein. 

If we default in paying interest on a Bond, we will pay such defaulted interest either 

* to Holders as of a special record date between 10 and 15 days before the proposed payment; or 

0 in any other lawful manner of payment that is consistent with the requirements of any securities exchange on 
which the Bonds may be listed for trading. (See Section 307.) 

We will pay principal of and interest and premium, if  any, on the Bonds at Maturity upon presentation of the 
Bonds at the corporate trust office of The Bank of New York Mellon in New York, New York, as our Paying Agent. 
In our discretion, we may change the place of payment on the Bonds, and we may remove any Paying Agent and 
may appoint one or more additional Paying Agents (including us or any of our affiliates). (See Section 702.) 

If any Interest Payment Date, Redemption Date or Maturity of a Bond falls on a day that is not a Business Day, 
the required payment of principal, premium, if any, and/or interest will be made on the next succeeding Business 
Day as if made on the date such payment was due, and no interest will accrue on such payment for the period from 
and after such Interest Payment Date, Redemption Date or Maturity, as the case may be, to the date of such payment 
on the next succeeding Business Day. 

“Busiriess Day” means any day, other than a Saturday or Sunday, that is not a day on which banking 
institutions or trust companies in The City of New York, New York, or other city in which a paying agent for such 
Bond is located, are generally authorized or required by law, regulation or executive order to remain closed. (See 
Section 116.) 

Form; Transfers; Exchanges 

So long as the Bonds are registered in the name of DTC, as depository for the Bonds as described herein under 
“- Book-Entry Only Issuance - The Depository Trust Company” or DTC’s nominee, transfers and exchanges of 
beneficial interest in the Bonds will be made as described therein. In the event that the book-entry only system is 
discontinued, and the Bonds are issued in certificated form, you may exchange or transfer Bonds at the corporate 
trust office of the Trustee. 

You may have your Bonds divided into Bonds of smaller denominations (of at least $2,000 and any larger 
amount that is an integral multiple of $1,000) or combined into Bonds of larger denominations, as long as the total 
principal amount is not changed. (See Section 305.) 

There will be no service charge for any transfer or exchange of the Bonds, but yon may be required to pay a sum 
sufficient to cover any tax or other governmental charge payable in connection therewith. We may block the transfer 
or exchange of (1) Bonds during a period of 15 days prior to giving any notice of redemption or (2) any Bond 
selected for redemption in whole or in part, except the unredeemed portion of any Bond being redeemed in part. 
(See Section 30.5.) 

The Trustee acts as our agent for registering Bonds in the names of Holders and transferring the Bonds. We may 
appoint another agent (including one of our affiliates) or act as our own agent for this purpose. The entity performing 
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the role of maintaining the list of registered Holders is called the “Security Registrar.” It will also perform transfers. In 
our discretion, we may change the place for registration of kansfer of the Bonds and may designate a different entity as 
the Security Registrar, including us or one of our affiliates. (See Sections 30.5 and 702.) 

Redemption 

We may, at our option, redeem the 201.5 Bonds, in whole at any time or in part from time to time, at a 
redemption price equal to the greater of (1) 100% of the principal amount of the 2015 Bonds to be so redeemed; or 
(2) as determined by the Quotation Agent, the sum of the present values of the remaining scheduled payments of 
principal and interest on the 2015 Bonds to be so redeemed (not including any portion of such payments of interest 
accrued to the date of redemption) discounted to the Redemption Date on a semi-annual basis (assuming a 360-day 
year consisting of twelve 30-day months) at the Adjusted Treasury Rate, plus 10 basis points; plus, in either case, 
accrued and unpaid inteiest on the principal amount of the 201.5 Bonds to be so redeemed to the Redemption Date. 

We may, at our option, redeem the 2020 Bonds, in whole at any time or in part from time to time. If the 2020 
Bonds are redeemed before August I ,  2020 (the date that is three months prior to the stated maturity of the 2020 
Bonds), the 2020 Bonds will be redeemed by us at a redemption price equal to the greater of (1) 100% of the 
principal amount of the 2020 Bonds to be so redeemed; or (2) as determined by the Quotation Agent, the sum of the 
present values of the remaining scheduled payments of principal and interest on the 2020 Bonds to be so redeemed 
(not including any portion of such payments of interest accrued to the date of iedemption) discounted to the 
Redemption Date on a semi-annual basis (assuming a 360-day year consisting of twelve 30-day months) at the 
Adjusted Treasury Rate, plus I 5  basis points; plus, in either case, accrued and unpaid interest on the principal 
amount of the 2020 Bonds to be so redeemed to the Redemption Date. If the 2020 Bonds are redeemed on or aftei 
August 1,2020, the 2020 Bonds will be redeemed by us at a redemption price equal to 100% of the principal amount 
of the 2020 Bonds to be so redeemed, plus accrued and unpaid interest on the principal amount of the 2020 Bonds to 
be so redeemed to the Redemption Date. 

We may, at our option, redeem the 2040 Bonds, in whole at any time or in part from time to time. If the 2040 
Bonds are redeemed before May 1,2040 (the date that is six months prior to the stated maturity of the 2040 Bonds), 
the 2040 Bonds may be redeemed by us at a redemption price equal to the greater of (1) 100% of the principal 
amount of the 2040 Bonds to be so redeemed; or (2) as determined by the Quotation Agent, the sum of the present 
values of the remaining scheduled payments of principal and interest on the 2040 Bonds to be so redeemed (not 
including any portion of such payments of interest accrued to the date of redemption) discounted to the 
Redemption Date on a semi-annual basis (assuming a 360-day year consisting of twelve 30-day months) at the 
Adjusted Treasury Rate, plus 20 basis points; plus, in either case, accrued and unpaid interest on the principal 
amount of the 2040 Bonds to be so redeemed to the Redemption Date. If the 2040 Bonds are redeemed on or after 
May 1,2040, the 2040 Bonds will be redeemed by us at a redemption price equal to 100% of the principal amount of 
the 2040 Bonds to be so redeemed, plus accrued and unpaid interest on the principal amount of the 2040 Bonds to be 
so redeemed to the Redemption Date. 

“Adjusted Trensirry Rate” means, with respect to any Redemption Date, the rate per annum equal to the semi- 
annual equivalent yield to maturity of the Comparable Treasury Issue, assuming a price for the Comparable 
Treasury Issue (expressed as a percentage of its principal amount) equal to the Comparable Treasury Price for that 
Redemption Date. 

“C~mparc7ble Treanriy Issire ” means the United States Treasury security selected by the Quotation Agent as 
having an actual or interpolated maturity compaiable to the remaining term of the applicable series of Bonds to be 
redeemed to the applicable stated maturity date that would be utilized, at the time of selection and in accordance 
with customary financial practice, in pricing new issues of corporate debt securities of comparable maturity to the 
remaining term of such applicable series of Bonds being redeemed. 

“Corizpnmbk fieasitry Price ” means, with respect to any Redemption Date: 

the average of five Reference Treasury Dealer Quotations for that Redemption Date, after excluding the 
highest and lowest Reference Treasury Dealer Quotations; or 
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* if the Quotation Agent obtains fewer than five Reference Treasury Dealer Quotations, the average of all of 
those quotations received. 

“Qiiotatiori Agent” means one of the Reference Treasury Dealers appointed by us. 

“Reference Treaury Dealer” means: 

each of Credit Suisse Securities (USA) LLC and Merrill Lynch, Pierce, Fenner & Smith Incorporated and 
their respective successors, unless any of them ceases to be a primary U.S. Government securities dealer in 
the United States (a “Primary Treasury Dealer”), in which case we will substitute another Primary Treasury 
Dealer; and 

0 any other Primary Treasury Dealers selected by us (after consultation with the Quotation Agent). 

“Refererice Trensiiry Denlei- Quotntions” means, with respect to each Reference Treasury Dealer and any 
Redemption Date, the average, as determined by the Quotation Agent, of the bid and asked prices for the 
Comparable Treasury Issue (expressed in each case as a percentage of its principal amount), as provided to the 
Quotation Agent by that Reference Treasury Dealer at 5:OO p.m., New York City time, on the third Business Day 
preceding that Redemption Date. 

repayable at the option of the Holder prior to the applicable stated maturity date. 

The Bonds will be redeemable upon notice of redemption to each holder of Bonds to be redecmed by mail 
between 30 days and 60 days prior to the Redemption Date. If less than all of the Bonds are to be redeemed, the 
Trustee will select the Bonds or portions thereof to be redeemed. In the absence of any provision for selection, the 
Trustee will choose a method of random selection that it deems fair and appropriate. (See Sections 503 and 504.) 

We may make any redemption at our option conditional upon the receipt by the Paying Agent, on or prior to the 
date fixed for redemption, of money sufficient to pay the redemption price. If the Paying Agent has not received 
such money by the date fixed for redemption, we will not be required to redeem such Bonds. (See Section 504.) 

If money sufficient to pay the redemption price has been received by the Paying Agent, Bonds called for 
redemption will cease to bear interest on the Redemption Date. We will pay the redemption price and any accrued 
interest once you suriender the Bond for redemption. (See Section 505.) If only part of a Bond is redeemed, the 
Trustee will deliver to you a new Bond of the same series for the remaining portion without charge. (See 
Section 506.) 

The Bonds will not be subject to a sinking fund or other mandatory redemption provisions and will not be 

We may redeem, in whole or in part, one series of Bonds without redeeming the other series. 

Security; Lien of the Mortgage 

General 

Except as described below undcr this heading and under “- Issuance of Additional Mortgage Securities,” and 
subject to the exceptions described under “- Satisfaction and Discharge,” all Mortgage Securities, including the 
Bonds, will be secured, equally and ratably, by the lien of the Mortgage, which constitutes, subject to Permitted 
Liens as described below, a first mortgage lien on substantially all of our real and tangible personal property located 
in Kentucky and used or to be used in connection with the generation, transmission and distribution of electricity 
(other than property duly released from the lien of the Mortgage in accordance with the provisions thereof and other 
than Excepted Property, as described below). We sometimes refer to our property that is subject to the lien of the 
Mortgage as “Mortgaged Property.” 

We may obtain the rclease of property from the lien of the Mortgage from time to time, upon the bases provided 
for such release in the Mortgage. See “- Release of Property.” 

We may enter into supplemental indentures with the Tiustee, without the consent of the Holders, in order to 
subject additional property (including pioperty that would otherwise be excepted from such lien) to the lien of the 
Mortgage. (See Section 1401 ~) This property would constitute Property Additions and would be available as a basis 
for the issuance of Mortgage Secuiities. See ‘I- Issuance of Additional Mortgage Securities.” 
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The Mortgage provides that after-acquired property (other than Excepted Property) will be subject to the lien of 
the Mortgage. (See Granting Clause Second.) However, in  the case of consolidation or merger (whether or not we are 
the surviving company) or transfer of the Mortgaged Property as or substantially as an entirety, the Mortgage will not 
be required to be a lien upon any of the properties either owned or subsequently acquired by the successor company 
except properties acquired from us in or as a result of such transfer, as well as improvements, extensions and additions 
(as defined in the Mortgage) to such properties and renewals, replacements and substitutions of or for any part or parts 
thereof. See Section 1303 and “- Consolidation, Merger and Conveyance of Assets as an Entirety.” 

Excepted Property. The lien of the Mortgage does not cover, among other things, the following types of 
property: property located outside of Kentucky and not specifically sub,jected or required to be subjected to the lien of 
the Mortgage; property not used by us in our electric generation, transmission and distribution business; cash and 
securities not paid, deposited or held under the Mortgage or required so to be; contracts, leases and other agreements of 
all kinds, contract rights, bills, notes and other instruments, revenues, accounts receivable, claims, demands and 
,judgments; govei-nmental and other licenses, peimits, franchises, consents and allowances; intellectual property rights 
and other general intangibles; vehicles, movable equipment, aircraft and vessels; all goods, stock in trade, wares, 
merchandise and inventory held for the purpose of sale or lease in the ordinary course of business; materials, supplies, 
inventory and other personal property consumable in the operation of our business; fuel; tools and equipment; 
furniture and furnishings; computers and data processing, telecommunications and other facilities used primarily for 
administrative or clerical purposes or otherwise not used in connection with the operation or maintenance of electric 
generation, transmission and distribution facilities; coal, ore, gas, oil and other minerals and timber rights; electric 
energy and capacity, gas, steam, water and other products generated, produced, manufactured, purchased or otherwise 
acquired; real property and fac es used primarily for the production or gathering of natural gas; property which has 
been released from the lien of the Mortgage; and leasehold interests. We sometimes refer to our property not covered 
by the lien of the Mortgage as “Excepted Property.” (See Granting Clauses.) Properties held by any of our subsidiaries, 
as well as properties leased from others, would not be sub,ject to the lien of the Mortgage. 

Permitted Liens. The lien of the Mortgage is subject to Permitted Liens described in the Mortgage. Such 
Permitted Liens include liens existing at the execution date of the Mortgage, purchase money liens and other liens 
placed or otherwise existing on property acquired by us after the execution date of the Mortgage at the time we 
acquire it, tax liens and other governmental charges which are not delinquent or which are being contested in good 
faith, mechanics’, construction and materialmen’s liens, certain judgment liens, easements, reservations and rights 
of others (including governmental entities) in, and defects of title to, our property, certain leases and leasehold 
interests, liens to secure public obligations, rights of others to take minerals, timber, electric energy or capacity, gas, 
water, steam or other products produced by us or by others on our property, rights and interests of Persons other than 
us arising out of agreements relating to the common ownership orjoint use of property, and liens on the interests of 
such Persons in such property and liens which have been bonded or for which other security arrangements have been 
made. (See Granting Clauses and Section 101.) 

The Mortgage also provides that the Trustee will have a lien, prior to the lien on behalf of the Holders of the 
Mortgage Securities, upon the Mortgaged Property as security for our payment of its reasonable compensation and 
expenses and for indemnity against certain liabilities. (See Section 1 107.) Any such lien would be a Permitted Lien 
under the Mortgage. 

Issuance of Additional Mortgage Securities 

The maximum principal amount of Mortgage Securities that may be authenticated and delivered under the 
Mortgage is subject to the issuance restrictions described below; provided, however, that the maximum principal 
amount of Mortgage Securities outstanding at any one time shall not exceed One Quintillion Dollars 
($1 ,000,000,000,000,000,000), which amount may be changed by supplemental indenture. (See Section 301 .) 
Mortgage Securities of any series may be issued from time to time on the basis of, and in an aggregate principal 
amount not exceeding: 

66%% of the Cost or Fair Value to the Company (whichever is less) of Property Additions (as described 
below) which do not constitute Funded Property (generally, Property Additions which have been made the 
basis of the authentication and delivery of Mortgage Securities, the release of Mortgaged Property or the 
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withdrawal of cash, which have been substituted for retired Funded Propeity or which have been used for 
other specified purposes) after certain deductions and additions, primarily including adjustments to offset 
property retirements; 

0 the aggregate principal amount of Retired Securities (as described below); or 

* an amount of cash deposited with the Trustee. (See Article Four.) 

Property Additions generally include any property which is owned by us and is subject to the lien of the 
Mortgage except (with certain exceptions) goodwill, going concern value rights or intangible property, or any 
property the acquisition or construction of which is properly chargeable to one of our operating expense accounts in 
accordance with U S .  generally accepted accounting principles. (See Section 104.) 

Retired Securities means, generally, Mortgage Securities which are no longer outstanding under the Mortgage, 
which have not been letired by the application of Funded Cash and which have not been used as the basis for the 
authentication and delivery of Mortgage Securities, the release of property or the withdrawal of cash. 

We intend to issue the Bonds on the basis of Property Additions. At November 1, 2010, approximately 
$3.384 billion of Property Additions were available to us to be used as the basis for the authentication and delivery 
of Mortgage Securities (including the Bonds offered hereby). (See Article Four) 

Release of Property 

Unless an Event of Default has occurred and is continuing, we may obtain the release from the lien of the Mortgage 
of any Mortgaged Property, except for cash held by the Trustee, upon delivery to the Trustee of an amount in cash equal 
to the amount, if any, by which sixty-six and two-thirds percent (66%%) of the Cost of the property to be released (or, if 
less, the Fair Value to us of such property at the time it became Funded Property) exceeds the aggregate of: 

an amount equal to 6 6 3 %  of the aggregate principal amount of obligations secured by Purchase Money 
Liens upon the property to be released and delivered to the Trustee; 

an amount equal to 6 6 3 %  of the Cost or Fair Value to us (whichever is less) of certified Property Additions 
not constituting Funded Property after certain deductions and additions, primarily including adjustments to 
offset property retirements (except that such adjustments need not be made if such Property Additions were 
acquired or made within the 90-day period preceding the release); 

the aggregate principal amount of Mortgage Securities we would be entitled to issue on the basis of Retired 
Securities (with such entitlement being waived by operation of such release); 

0 the aggregate principal amount of Mortgage Securities delivered to the Trustee (with such Mortgage 
Securities to be canceled by the Trustee); 

any amount of cash and/or an amount equal to 6 6 3 %  of the aggregate principal amount of obligations 
secured by Purchase Money Liens upon the propel ty released delivered to the trustee or other holder of a lien 
prior to the lien of the Mortgage, subject to certain limitations described in the Mortgage; and 

any taxes and expenses incidental to any sale, exchange, dedication or other disposition of the property to be 
released. 

(See Section 803.) 

As used in the Mortgage, the teim “Purchase Money Lien” means, generally, a lien on the property being 
released which is retained by the transferor of such property or granted to one or more other Persons in connection 
with the transfer or release thereof, or granted to or held by a trustee or agent for any such Persons, and may include 
liens which cover property in addition to the property being released and/or which secure indebtedness in addition 
to indebtedness to the transferor of such property (See Section 101.). 

IJnless an Event of Default has occuned and is continuing, property which is not Funded Property may 
generally be released from the lien of the Mortgage without depositing any cash or property with the Trustee as long 
as (a) the aggregate amount of Cost or Fair Value to us (whichever is less) of all Property Additions which do not 
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constitute Funded Property (excluding the property to be released) after certain deductions and additions, primarily 
including ad,justments to offset property retirements, is not less than zero or (b) the Cost or Fair Value (whichever is 
less) of property to be released does not exceed the aggregate amount of the Cost or Fair Value to us (whichever is 
less) of Propel ty Additions acquired or made within the 90-day period preceding the release. (See Section 804.) 

The Mortgage provides simplified procedures for the release of minor properties and property taken by 
eminent domain, and provides for dispositions of certain obsolete property and grants or surrender of certain rights 
without any release or consent by the Trustee. (See Sections 805, 807 and 808.) 

If we retain any interest in any property released from the lien of the Mortgage, the Mortgage will not become a 
lien on such property or such interest therein or any improvements, extensions or additions to such property or 
renewals, replacements or substitutions of or for such property or any part or parts thereof. (See Section 809.) 

Withdrawal of Cash 

IJnless an Event of Default has occurred and is continuing, and subject to certain limitations, cash held by the 
Trustee may, generally, (1) be withdrawn by us (a) to the extent of sixty-six and two-thirds percent (66%%) of the 
Cost or Fair Value to us (whichever is less) of Property Additions not constituting Funded Property, after certain 
deductions and additions, primarily including adjustments to offset retirements (except that such adjustments need 
not be made if such Property Additions were acquired or made within the 90-day period preceding the withdrawal) 
or (b) in an amount equal to the aggregate principal amount of Mortgage Securities that we would be entitled to 
issue on the basis of Retired Securities (with the entitlement to such issuance being waived by operation of such 
withdrawal) or (c) in an amount equal to the aggregate principal amount of any outstanding Mortgage Securities 
delivered to the Trustee; or (2) upon our request, be applied to (a) the purchase of Mortgage Securities in a manner 
and at a price approved by us or (b) the payment (or provision for payment) at stated maturity of any Mortgage 
Securities or the redemption (or provision for payment) of any Mortgage Securities which are redeemable (see 
Section 806); provided, however, that cash deposited with the Trustee as the basis for the authentication and delivery 
of Mortgage Securities may, in addition, be withdrawn in an amount not exceeding the aggregate principal amount 
of cash delivered to the Trustee for such purpose. (See Section 404.) 

Events of Default 

An “Event of Default” occurs under the Mortgage if 

we do not pay any interest on any Mortgage Securities within 30 days of the due date; 

we do not pay principal or premium, if any, on any Mortgage Securities on the due date; 

0 we remain in breach of any other covenant (excluding covenants specifically dealt with elsewhere in this 
section) in respect of any Mortgage Securities for 90 days after we receive a written notice of default stating we 
are in breach and requiring remedy of the breach; the notice must be sent by either the Trustee or Holders of 
2.5% of the principal amount of outstanding Mortgage Securities; the Trustee or such Holders can agree to 
extend the 90-day period and such an agreement to extend will be automatically deemed to occur if we initiate 
corrective action within such 90-day period and we are diligently pursuing such action to correct the default; or 

we file for bankruptcy or certain other events in  bankruptcy, insolvency, receivership or reorganization occur. 

(See Section 1001.) 

Remedies 

Acceleration of Maturity 

If an Event of Default occurs and is continuing, then either the Trustee or the Holders of not less than 2.5% in 
principal amount of the outstanding Mortgage Securities may declare the principal amount of all of the Mortgage 
Securities to be due and payable immediately. (See Section 1002.) 
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Rescission of Acceleratioii 

After the declaration of acceleration has been made and befoie the Trustee has obtained a judgment or decree 
for payment of the money due, such declaration and its consequences will be rescinded and annulled, if 

(i) we pay or deposit with the Trustee a sum sufficient to pay: 

* all overdue interest; 

* the principal of and premium, if any, which have become due otherwise than by such declaration of 
acceleration and interest thereon; 

* interest on overdue interest to the extent lawful; and 

* all amounts due to the Trustee under the Mortgage; and 

(ii) all Events of Default, other than the nonpayment of the principal which has become due solely by such 
declaration of acceleration, have been cured or waived as provided in the Mortgage. 

(See Section 1002.) 

For more information as to waiver of defaults, see “-Waiver of Default and of Compliance” below. 

Appoirttnient of Receiver arid Otlier Remedies 

Subject to the Mortgage, under certain circumstances and to the extent permitted by law, if an Event of Default 
occurs and is continuing, the Trustee has the power to appoint a receiver of the Mortgaged Property, and is entitled to 
all other remedies available to mortgagees and secured parties under the Uniform Commercial Code or any other 
applicable law. (See Section 1016.) 

Control by Holders; L.iriiitatioiis 

Subject to the Mortgage, if an Event of Default occurs and is continuing, the Holders of a majority in principal 
amount of the outstanding Mortgage Securities will have the right to 

direct the time, method and place of conducting any proceeding for any remedy available to the Trustee, or 

* exercise any trust or power conferred on the Trustee. 

The rights of Holders to make direction are subject to the following limitations: 

the Holders’ directions may not conflict with any law or the Mortgage; and 

0 the Holders’ directions may not involve the Trustee in personal liability where the Trustee believes 
indemnity is not adequate. 

The Trustee may also take any other action it deems proper which is not inconsistent with the Holders’ 
direction. (See Sections 1012 and 1103.) 

In addition, the Mortgage provides that no Holder of any Mortgage Security will have any right to institute any 
proceeding, judicial or otherwise, with respect to the Mortgage for the appointment of a receiver or for any other 
remedy thereunder unless 

that Holder has previously given the Trustee written notice of a continuing Event of Default; 

the Holders of 25% in aggregate principal amount of the outstanding Mortgage Securities have made written 
request to the Trustee to institute proceedings in respect of that Event of Default and have offered the Trustee 
reasonable indemnity against costs, expenses and liabilities incurred in complying with such request; and 

* for 60 days after receipt of such notice, request and offer of indemnity, the Trustee has failed to institute any 
such proceeding and no direction inconsistent with such request has been given to the Trustee during such 
60-day period by the Holders of a majority in aggregate principal amount of outstanding Mortgage 
Securities. 
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Furthermore, no Holder will be entitled to institute any such action if and to the extent that such action would 
disturb or prejudice the rights of other Holders. (See Sections 1007 and 1103.) 

to enforce that right. (See Section 1008.) 
However, each Holder has an absolute and unconditional right to receive payment when due and to bring a suit 

Notice of Default 

The Trustee is required to give the Holders of the Mortgage Securities notice of any default under the Mortgage 
to the extent required by the Trust Indenture Act, unless such default has been cured or waived; except that in the 
case of an Event of Default of the character specified in the third bullet point under “-Events of Default” 
(regarding a breach of certain covenants continuing for 90 days after the receipt of a written notice of default), no 
such notice shall be given to such Holders until at least 60 days after the occurrence thereof. (See Section 1 102.) The 
Trust Indenture Act currently permits the Trustee to withhold notices of default (except for certain payment 
defaults) if the Trustee in good faith determines the withholding of such notice to be in the interests of the Holders. 

We will furnish the Trustee with an annual statement as to our compliance with the conditions and covenants in 
the Mortgage. (See Section 709.) 

Waiver of Default and of Conipliarice 

The Holders of a majority in aggregate principal amount of the outstanding Mortgage Securities may waive, on 
behalf of the Holders of all outstanding Mortgage Securities, any past default under the Mortgage, except a default 
in the payment of principal, premium or interest, or with respect to compliance with certain provisions of the 
Mortgage that cannot be amended without the consent of the Holder of each outstanding Mortgage Security 
affected. (See Section 1013.) 

Compliance with certain covenants in the Mortgage or otherwise provided with respect to Mortgage Securities 
may be waived by the Holders of a majority in aggregate principal amount of the affected Mortgage Securities, 
considered as one class. (See Section 710.) 

Consolidation, Merger and Conveyance of Assets as an Entirety 

Subject to the provisions described below, we have agreed to preserve our corporate existence. (See 

We have agreed not to consolidate with or merge with or into any other entity or convey, transfer or lease the 

the entity formed by such consolidation or into which we merge, or the entity which acquires or which leases 
the Mortgaged Property substantially as an entirety, is an entity organized and existing under the laws of the 
IJnited States of America or any State or Territory thereof or the District of Columbia, and 

expressly assumes, by supplemental indenture, the due and punctual payment of the principal of, and 
premium and interest on, all the outstanding Mortgage Securities and the performance of all of our 
covenants under the Mortgage, and 

Section 704.) 

Mortgaged Property as or substantially as an entirety to any entity unless 

such entity confiims the lien of the Mortgage on the Mortgaged Property; 

* in the case of a lease, such lease is made expressly subject to termination by (i) us or by the Trustee and 
(ii) the purchaser of the property so leased at any sale thereof, at any time during the continuance of an Event 
of Default; and 

* immediately after giving effect to such transaction, no Event of Default, and no event which after notice or 
lapse of time or both would become an Event of Default, will have occurred and be continuing. 

(See Section 1301.) 

In the case of the conveyance or other transfer of the Mortgaged Property as or substantially as an entirety to 
any other person, upon the satisfaction of all the conditions described above we would be released and discharged 
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from all obligations under the Mortgage and on the Mortgage Securities then outstanding unless we elect to waive 
such release and discharge. (See Section 1304.) 

The Mortgage does not prevent or restrict: 

* any consolidation or merger after the consummation of which we would be the surviving or resulting 
entity; or 

* any conveyance or other transfer, or lease, of any part of the Mortgaged Property which does not constitute 
the entirety or substantially the entirety thereof. 

If following a conveyance or other transfer, or lease, of any part of the Mortgaged Property, the fair value of the 
Mortgaged Property retained by the Company exceeds an amount equal to three-halves (3/2) of the aggregate 
principal amount of all outstanding Mortgage Securities, then the part of the Mortgaged Property so conveyed, 
transferred or leased shall be deemed not to constitute the entirety or substantially the entirety of the Mortgaged 
Property. This fair value will be determined within 90 days of the conveyance or transfer by an independent expert 
that we select and that is approved by the Trustee. 

(See Sections I305 and 1306.) 

Agreement to Provide Information 

So long as any Bonds are outstanding under the Mortgage, during such periods as we are not sub,ject to the 
periodic reporting requirements of Section 13 or 15(d) of the Exchange Act, we shall make available to Holders of 
the Bonds by means of posting on our website or other similar means: 

(a) as soon as reasonably available and in any event within 120 days after the end of each fiscal year, our 
audited balance sheet, income statement and cash flow statement for such fiscal year prepared in accordance 
with TJnited States generally accepted accounting principles (with notes to such financial statements), together 
with an audit report thereon by an independent accounting firm of established national reputation, and a 
management’s narrative analysis of the results of operations explaining the reasons for material changes in the 
amount of revenue and expense items between the most recent fiscal year presented and the fiscal year 
immediately preceding it, as described in Instruction I(2)(a) of Form 10-K; and 

(b) as soon as reasonably available and in any event within 60 days after the end of each of the first three 
fiscal quarters of each fiscal year, our unaudited balance sheet, unaudited income statement and unaudited cash 
flow statement for such fiscal quarter prepared in accordance with United States generally accepted accounting 
principles (with notes to such financial statements) and a management’s narrative analysis of the results of 
operations explaining the reasons for material changes in the amount of revenue and expense items between 
the most recent fiscal year-to-date period presented and the corresponding year-to-date period in the preceding 
fiscal year, as described in Instruction H(2)(a) to Form 10-Q. 

If we are unable, for any reason, to post the financial statements on our website, we shall furnish the financial 
statements to the Trustee, who, at our expense, will furnish them to the Holders of the Bonds. In addition, for so long 
as any Bonds remain outstanding, we will furnish to prospective purchasers of the Bonds, upon their request, the 
information described above as well as any other information required to be delivered pursuant to Rule 144A(d)(4) 
under the Securities Act for compliance with Rule 144A. 

Modification of Mortgage 

Without Holder Corzserzt. Without the consent of any Holders of Mortgage Securities, we and the Trustee 
may enter into one or more supplemental indentures for any of the following purposes: 

to evidence the succession of another entity to us; 

to add one or more covenants or other provisions for the benefit of the Holders of all or any series or tranche 
of Mortgage Securities, or to surrender any right or power conferred upon us; 
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0 to correct or amplify the description of any property at any time subject to the lien of the Moltgage; or to 
better to assure, convey and confirm unto the Trustee any property subject or required to be subjected to the 
lien of the Mortgage; or to subject to the lien of the Mortgage additional property (including property of 
others), to specify any additional Permitted Liens with respect to such additional property and to modify the 
provisions in the Mortgage for dispositions of certain types of property without release in order to specify 
any additional items with respect to such additional property; 

Securities of any one more particular series remains outstanding; 

not adversely affect the inteiests of the Holders in any material respect; 

* to add any additional Events of Default, which may be stated to remain in effect only so long as the Mortgage 

* to change or eliminate any provision of the Mortgage or to add any new provision to the Mortgage that does 

* to establish the form or terms of any series or tranche of Mortgage Securities; 

0 to provide for the issuance of bearer securities; 

0 to evidence and provide for the acceptance of appointment of a successor Trustee or by a co-trustee or 
separate trustee; 

any series or tranche of Mortgage Securities; 
0 to provide for the procedures required to permit the utilization of a noncertificated system of registration for 

e to change any place or places where 

* we may pay principal, premium and interest, 

* Mortgage Securities may be sunendered for transfer or exchange, and 

* notices and demands to or upon us may be served; 

* to amend and restate the Mortgage as originally executed, and as amended from time to time, with such 
additions, deletions and other changes that do not adversely affect the interest of the Holders in any material 
respect; 

* to cure any ambiguity, defect or inconsistency or to make any other changes that do not adversely affect the 
interests of the Holders in any material respect; or 

* to increase or decrease the maximum principal amount of Mortgage Securities that may be outstanding at 
any time. 

In addition, if the Trust Indenture Act is amended after the date of the Mortgage so as to require changes to the 
Mortgage or so as to permit changes to, or the elimination of, provisions which, at the date of the Mortgage 01 at any 
time thereafter, were required by the Trust Indenture Act to be contained in the Mortgage, the Mortgage will be 
deemed to have been amended so as to conform to such amendment or to effect such changes or elimination, and we 
and the Trustee may, without the consent of any Holders, enter into one or more supplemental indentures to effect or 
evidence such amendment. 

(See Section 1401.) 

With HoZder Coizserzt. Except as provided above, the consent of the Holders of at least a majority in aggregate 
principal amount of the Mortgage Securities of all outstanding series, considered as one class, is generally required 
for the purpose of adding to, or changing or eliminating any of the provisions of, the Mortgage pursuant to a 
supplemental indenture. However, if less than all of the series of outstanding Mortgage Securities are directly 
affected by a proposed supplemental indenture, then such proposal only requires the consent of the Holders of a 
majority in aggregate principal amount of the outstanding Mortgage Securities of all directly affected series, 
considered as one class. Moreover, if the Mortgage Securities of any series have been issued in more than one 
tranche and if the proposed supplemental indenture directly affects the rights of the Holders of Mortgage Securities 
of one or mole, but less than all, of such tranches, then such proposal only requires the consent of the Holders of a 
majority in aggregate principal amount of the outstanding Mortgage Securities of all diiectly affected tranches, 
considered as one class. 
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However, no amendment or modification may, without the consent of the Holder of each outstanding Mortgage 

change the stated maturity of the principal or interest on any Mortgage Secuiity (other than pursuant to the 
terms thereof), or reduce the principal amount, interest or premium payable (or the method of calculating 
such rates) or change the currency in which any Mortgage Security is payable, or impair the right to bring 
suit to enforce any payment; 

0 create any lien (not otherwise permitted by the Mortgage) ranking prior to the lien of the Mortgage with 
respect to all or substantially all of the Mortgaged Property, or terminate the lien of the Mortgage on all or 
substantially all of the Mortgaged Property (other than in accordance with the terms of the Mortgage), or 
deprive any Holder of the benefits of the security of the lien of the Mortgage; 

0 reduce the percentages of Holders whose consent is required for any supplemental indenture or waiver of 
compliance with any provision of the Mortgage or of any default thercunder and its consequences, or reduce 
the requirements for quorum and voting under the Mortgage; or 

0 modify certain of the provisions of the Mortgage relating to supplemental indentures, waivers of certain 
covenants and waivers of past defaults with respect to Mortgage Securities. 

Security directly affected thereby, 

A supplemental indenture which changes, modifies or eliminates any provision of the Mortgage expressly 
included solely for the benefit of Holders of Mortgage Securities of one or more particular series or tranches will be 
deemed not to affect the rights under the Mortgage of the Holders of Mortgage Securities of any other series or tranche. 

(See Section 1402.) 

Satisfaction and Discharge 

Any Mortgage Securities or any portion thereof will be deemed to have been paid and no longer outstanding for 
purposes of the Mortgage and, at our election, our entire indebtedness with respect to those securities will be 
satisfied and discharged, if there shall have been irrevocably deposited with the Trustee or any Paying Agent (other 
than the Company), in trust: 

money sufficient, or 

0 in the case of a deposit made prior to the maturity of such Mortgage Securities, non-redeemable Eligible 
Obligations (as defined in  the Mortgage) sufficient, or 

a combination of the items listed in the preceding two bullet points, which in total are sufficient, 

to pay when due the principal of, and any premium, and interest due and to become due on such Mortgage Securities 
or portions of such Mortgage Securities on and prior to their maturity. 

(See Section 901 .) 

Our right to cause our entire indebtedness in respect of the Mortgage Securities of any series to be deemed to be 
satisfied and discharged as described above will be subject to the satisfaction of any conditions specified in the 
instrument creating such series. 

when we have paid all other sums payable by us under the Mortgage. (See Section 902.) 

All moneys we pay to the Trustee or any Paying Agent on Bonds that remain unclaimed at the end of two years 
after payments have become due may be paid to or upon our order. Thereafter, the Holder of such Bond may look 
only to us for payment. (See Section 703.) 

The Mortgage will be deemed satisfied and discharged when no Mortgage Securities remain outstanding and 

Duties of the Trustee; Resignation and Removal of the Trustee; Deemed Resignation 

The Trustee will have, and will be subject to, all the duties and responsibilities specified with respect to an 
indenture trustee under the Trust Indenture Act. Subject to these provisions, the Trustee will be under no obligation 
to exercise any of the powers vested in it by the Mortgage at the request of any holder of Mortgage Securities, unless 
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offered reasonable indemnity by such holder against the costs, expenses and liabilities which might be incurred 
thereby. The Trustee will not be required to expend or risk its own funds or otherwise incur financial liability in the 
performance of its duties if the Trustee reasonably believes that repayment or adequate indemnity is not reasonably 
assured to it. 

The Trustee may resign at any time by giving written notice to us 

The Trustee may also be removed by act of the Holders of a majority in principal amount of the then 

No resignation or removal of the Trustee and no appointment of a successor trustee will become effective until 

outstanding Mortgage Securities of any series. 

the acceptance of appointment by a successor trustee in accordance with the requirements of the Mortgage. 

be deemed to have resigned. 

(See Section 11 10.) 

Under certain circumstances, we may appoint a successor trustee and if the successor accepts, the Trustee will 

Evidence to be Furnished to the Trustee 

Compliance with Mortgage provisions is evidenced by written statements of our officers or persons selected or 
paid by us. In certain cases, opinions of counsel and certifications of an engineer, accountant, appraiser or other 
expert (who in some cases must be independent) must be furnished. In addition, the Mortgage requires us to give to 
the Trustee, not less than annually, a brief statement as to our compliance with the conditions and covenants under 
the Mortgage. 

Miscellaneous Provisions 

The Mortgage provides that certain Mortgage Securities, including those for which payment or redemption 
money has been deposited or set aside in trust as described under “- Satisfaction and Discharge” above, will not be 
deemed to be “outstanding” in determining whether the Holders of the requisite principal amount of the outstanding 
Mortgage Securities have given or taken any demand, direction, consent or other action under the Mortgage as of 
any date, or are present at a meeting of Holders for quorum purposes. (See Section 101.) 

We will be entitled to set any day as a record date for the purpose of determining the Holders of outstanding 
Mortgage Securities of any series entitled to give or take any demand, direction, consent or other action under the 
Mortgage, in the manner and subject to the limitations provided in the Mortgage. In certain circumstances, the 
Trustee also will be entitled to set a record date for action by Holders. If such a record date is set for any action to be 
taken by Holders of particular Mortgage Securities, such action may be taken only by persons who are Holders of 
such Mortgage Securities on the record date. (See Section 107.) 

Governing Law 

The Mortgage and the Mortgage Securities provide that they are to be governed by and construed in 
accordance with the laws of the State of New York except where the Trust Indenture Act is applicable or where 
otherwise required by law. (See Section 1 IS.) The effectiveness of the lien of the Mortgage, and the perfection and 
priority thereof, will be governed by Kentucky law. 

Regarding the Trustee 

The Trustee under the Mortgage is the Bank of New York Mellon (“BNYM”). In addition to acting as Trustee, 
BNYM also maintains various banking and trust relationships with us and some of our affiliates. 

Book-Entry Only Issuance - The Depository Trust Company 

DTC will act as the initial securities depository for the Bonds. The Bonds will be issued as fully-registered 
securities registered in the name of Cede & Co. (DTC’s partnership nominee) or such other name as may be 
requested by an authorized representative of DTC. One fully-registered certificate will be issued with respect io 
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each $500 million of principal amount of Bonds, and an additional certificate will be issued with respect to any 
remaining principal amount of Bonds. The global bonds will be deposited with the Trustee as custodian for DTC. 

DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking organi- 
zation” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing 
corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing agency” registered 
pursuant to the provisions of Section 17A of the Exchange Act. DTC holds securities for its participants (“Direct 
Participants”) and also facilitates the post-trade settlement among Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and pledges between 
Direct Participants’ accounts, thereby eliminating the need for physical movement of securities certificates. Direct 
Participants include both 1J.S. and non-lJ.S. securities brokers and dealers, banks, trust companies, clearing 
corporations and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & 
Clearing Corporation (“DTCC”). DTCC is the holding company for DTC, National Securities Clearing Corporation 
and Fixed Income Clearing Corporation, all of which are registered clearing agencies. DTCC is owned by the users 
of its regulated subsidiaries. Access to the DTC system is also available to others such as both 1J.S. and 
non-1J.S. securities brokers and dealers, banks, trust companies, and clearing corporations that clear through or 
maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect Participants”). The 
rules that apply to DTC and those using its system are on file with the SEC. More information about DTC can be 
found at www.dtcc.com. 

Purchases of the Bonds under the DTC system must be made by or through Direct Participants, which will 
receive a credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser (“Beneficial 
Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records. Beneficial Owners will not receive 
written confirmation from DTC of their purchases, but Beneficial Owners should receive written confirmations 
providing details of the transactions, as well as periodic statements of their holdings, from the Direct or Indirect 
Participant through which they purchased Bonds. Transfers of ownership interests on the Bonds are to be 
accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial 
Owners. Beneficial Owners will not receive certificates representing their ownership interests in Bonds, except in 
the event that use of the book-entry system for the Bonds is discontinued. 

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered in the 
name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an authorized 
representative of DTC. The deposit of the Bonds with DTC and their registration in the name of Cede & Co. or such 
other nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual Beneficial 
Owners of the Bonds; DTC’s records reflect only the identity of the Direct Participants to whose accounts the Bonds 
are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will remain 
responsible for keeping account of their holdings on behalf of their customers. 

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to 
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners, will be governed by 
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time. 
Notices will be sent to DTC. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the Bonds 
unless authorized by a Direct Participant in accordance with DTC’s procedures. Under its usual procedures, DTC 
mails an omnibus proxy to us as soon as possible after the record date. The omnibus proxy assigns the voting or 
consenting rights of Cede & Co. to those Direct Participants to whose accounts the Bonds are credited on the record 
date. We believe that these arrangements will enable the beneficial owners to exercise rights equivalent in substance 
to the rights that can be directly exercised by a registered Holder of the Bonds. 

Payments of principal and interest on the Bonds will be made to Cede & Co. (or such other nominee of DTC). 
DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail 
information from us or the Trustee, on payable date in accordance with their respective holdings shown on DTC’s 
records. Payments by participants to Beneficial Owners will be governed by standing instructions and customary 
practices and will be the responsibility of such participant and not of DTC, the Trustee or us, subject to any statutory 
or regulatory requirements as may be in effect from time to time. Payment of the Purchase Price, principal and 
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interest to Cede & Co. (or such other nominee of DTC) is the responsibility of us or the Trustee. Disbursement of 
such payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments to the 
Beneficial Owners is the responsibility of Direct and Indirect Participants. 

A beneficial owner will not be entitled to receive physical delivery of the Bonds. Accordingly, each beneficial 
owner must rely on the procedures of DTC to exercise any rights under the Bonds. 

DTC may discontinue providing its services as securities depository with respect to the Bonds at any time by 
giving us or the Trustee reasonable notice. In the event no successor securities depository is obtained, certificates for 
the Bonds will be printed and delivered. 

The information in this section concerning DTC and DTC’s book-entry system has been obtained from sources 
that we believe to be reliable, but neither we nor the initial purchasers take any responsibility for the accuracy of this 
information. 

Transfers of Beneficial Interests between U.S. Global Bond and Offshore Global Bond 

A beneficial intcrest in the U.S. global bond may be transferred to a person who wishes to hold such beneficial 
interest through the offshore global bond only upon receipt by the trustee of a written certification of the transferor 
to the effect that such transfer is being made in compliance with Regulation S under the Securities Act. 

A beneficial interest in the offshore global bond may be transferred to a person who wishes to hold such 
beneficial interest through the U S .  global bond only upon receipt by the trustee of a written certification of the 
transferee to the effect that such tiansferee is a qualified institutional buyer within the meaning of Rule 144A under 
the Securities Act in a transaction meeting the requirements of Rule 144A. 

The restiictions on transfer described in the preceding two paragraphs will not apply to (1) bonds sold pursuant 
to a registration statement under the Securities Act or to Exchange Bonds (as discussed under “Registration Rights 
Agreement”) or ( 2 )  after such time (if any) as the Company determines and instructs the trustee that the bonds are 
eligible for resale pursuant to Rule 144 under the Securities Act without the need for curient public information. 
There is no assurance that the bonds will become eligible for resale pursuant to Rule 144. 

Any beneficial interest in one global bond that is transferred to a person who takes delivery in the form of an 
interest in another global bond will, upon transfer, cease to be an interest in such global bond and become an interest 
in the other global bond and, accordingly, will thereafter be subject to all transfer restrictions applicable to 
beneficial inteiests in such other global note for as long as it remains such an interest. 
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REGISTRATION RIGHTS AGREEMENT 

Registered Exchange Offer 

We will enter into a registration rights agreement with the initial purchasers on or before the issue date of the 
Bonds. The following is a description of certain provisions of the registration rights agreement. We urge you to read 
the form of registration rights agreement in its entirety because it, and not this description, defines your registration 
rights as a holder of the Bonds. ‘IJnder the registration rights agreement, we will, at our own cost: 

* file with the SEC a registration statement (an “Exchange Offer Registration Statement”) with respect to a 
registered offer (the “Registered Exchange Offer”) to exchange the Bonds for new bonds of the Company 
(the “Exchange Bonds”) having teims substantially identical in all material respects to the Bonds (except 
that the Exchange Bonds will not contain teims with respect to tiansfer restrictions) within 180 days of the 
closing of this offering of the Bonds; 

* use our commeicially reasonable efforts to cause the Exchange Offer Registration Statement to be declared 
effective under the Securities Act not later than 270 days of the closing of this offering of the Bonds (or if 
such day is not a business day, the first business day thereafter); 

e upon the effectiveness of the Exchange Offer Registration Statement, promptly offer the Exchange Bonds in 
exchange for the surrender of the Bonds; and 

* keep the Registeied Exchange Offer open for not less than 20 business days (or longer if required by 
applicable law) after the date notice of the Registered Exchange Offer is mailed to the holdeis of the Bonds. 

For each Bond validly tendered to us and not withdrawn pursuant to the Registered Exchange Offer, we will 
issue to the holder of such Bond an Exchange Bond having a principal amount equal to that of the surrendered Bond. 
Interest on each Exchange Bond will accrue from the last interest payment date on which interest was paid on the 
Bond surrendered in exchange therefor. 

‘IJnder existing SEC inteipretations, the Exchange Bonds would be freely transferable by holders other than our 
affiliates after the Registered Exchange Offer without further registration under the Securities Act i f  the holder of 
the Exchange Bonds represents that it is acquiring the Exchange Bonds in the ordinary course of its business, that it 
has no arrangement or understanding with any person to participate in the distribution of the Exchange Bonds and 
that it is not an affiliate of ouis, as such terms are defined under the Securities Act or interpreted by the SEC; 
provided, however, that broker-dealers (“Participating Broker-Dealers”) receiving Exchange Bonds in the Reg- 
istered Exchange Offer will have a prospectus delivery requirement with respect to resales of such Exchange Bonds. 
The SEC has taken the position that Participating Broker-Dealers may fulfill their prospectus delivery requirements 
with respect to Exchange Bonds (other than a iesale of an unsold allotment from the original sale of the Bonds) with 
the prospectus contained in the Exchange Offer Registration Statement. 

Under the iegistration rights agreement, we are required to allow Participating Broker-Dealers and other 
persons, if any, with similar prospectus delivery requirements to use the prospectus contained in the Exchange Offer 
Rcgistration Statement in connection with the resale of such Exchange Bonds. 

A holder of Bonds that wishes to exchange such Bonds for Exchange Bonds in the Registered Exchange Offer 
will be required to repiesent that (1)  any Exchange Bonds to be received by it will be acquired in the ordinary course 
of its business, (2) it has no arrangement with any person to participate in the distribution (within the meaning of the 
Securities Act) of the Bonds or the Exchange Bonds, (3) it is not an “affiliate” of ours, as defined in Rule 405 of the 
Securities Act, or if it is an affiliate, that it will comply with the registration and prospectus delivery requirements of 
the Securities Act to the extent applicable, (4) if such holder is not a broker-dealer, that it is not engaged in, and does 
not intend to engage in, the distribution of the Exchange Bonds, and ( 5 )  if such holder is a broker-dealei, that it will 
receive Exchange Bonds for its own account in exchange for Bonds that were acquired as a result of market-making 
activities or other trading activities and that it will be required to acknowledge that it will deliver a prospectus in 
connection with any resale of such Exchange Bonds. 

Shelf Registration Statement 

If (1) a change in law or in applicable interpretations of the staff of the SEC does not permit us to effect such a 
Registered Exchange Offer, (2) for any other reason the Registered Exchange Offer is not consummated within 
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31.5 days of the closing of this offering of the Bonds, (3) any initial purchaser so requests with respect to Bonds not 
eligible to be exchanged for Exchange Bonds in the Registered Exchange Offer and held by it following 
consummation of the Registered Exchange Offer, or (4) any holder notifies us during the 20 business days 
following consummation of the Registered Exchange Offer that i t  was not eligible to participate in the Registered 
Exchange Offer or any holder who participates in the Registered Exchange Offer does not receive freely tradeable 
Exchange Bonds in the Registeied Exchange Offer, and such holder so requests, we will at our cost: 

file with the SEC a shelf registration statement (a “Shelf Registration Statement”) under the Securities Act 
covering continuous resales of the Bonds or Exchange Bonds, as the case may be; 

use our commercially reasonable efforts to cause such Shelf Registration Statement to be declared effective 
under the Securities Act within the later of (i) 180 days after being required or requested to file a Shelf 
Registration Statement and (ii) 270 days after the closing of this offering of the Bonds; and 

0 use our commercially reasonable efforts to keep the Shelf Registration Statement effective until the earlier of 
(a) one year from the issue date of the Bonds, (b) when all Bonds covered by the Shelf Registration Statement 
have been sold, (c) when all Bonds covered by the Shelf Registration Statement are distributed to the public 
pursuant to Rule 144, or are saleable pursuant to Rule 144, or are otherwise no longer restricted securities (as 
defined in Rule 144) and (d) when all Bonds covered by the Shelf Registration Statement cease to be 
outstanding. 

We will, in the event a Shelf Registration Statement is declared effective, among other things, provide to each 
holder for whom such Shelf Registration Statement was filed copies of the prospectus which is a part of the Shelf 
Registration Statement, notify each such holder when the Shelf Registration Statement has become effective and 
take certain other actions as are required to permit unrestricted resales of the Bonds or the Exchange Bonds, as the 
case may be. A holder selling such Bonds or Exchange Bonds pursuant to the Shelf Registration Statement 
generally would be requiied to be named as a selling security holder in the related prospectus and to deliver a 
prospectus to purchasers, will be subject to certain of the civil liability provisions under the Securities Act in 
connection with such sales and will be bound by the provisions of the registration rights agreement that are 
applicable to such holder (including certain indemnification obligations). 

Liquidated Damages 

We will pay liquidated damages in cash i f  

neither the Exchange Offei Registration Statement nor a Shelf Registration Statement (if required) is filed by 
us in the applicable time periods specified above; or 

0 neither the Exchange Offer Registration Statement nor a Shelf Registration Statement (if required) is 
declared effective by the SEC within the applicable time peiiods specified above; or 
the Registered Exchange Offer is not consummated within 31.5 days after the closing of this offering of the 
Bonds (or if the 315th day is not a business day, by the first business day thereafter); or 
after the Exchange Offer Registration Statement or the Shelf Registration Statement, as the case may be, is 
declared effective, such Registration Statement thereafter ceases to be effective or usable (subject to certain 
exceptions) in connection with resales of Bonds or Exchange Bonds as provided in and duiing the periods 
specified in the Registration Rights Agreement (each such event referred to in the first through fourth bullet 
points, a Registration Default). 

Liquidated damages will be payable at a rate of 0.25% per annum foi the first 90 days from and including the 
date on which any Registration Default occurs, and such Liquidated Damages rate shall increase by an additional 
0.25% per annum thereafter; provided, however, that the Lkpidated Damages rate on the Bonds shall not at any 
time exceed 0.50% per annum. Liquidated damages shall cease to accrue on and after the date on which all 
Registration Defaults have been cured. Such liquidated damages will be payable on interest payment dates in 
addition to interest payable from time to time on the Bonds and Exchange Bonds. 
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TRANSFER RESTRICTIONS 

The Bonds have not been registered under the Securities Act and may not be offered or sold within the 
United States or to, or for the account or benefit of, 1J.S. persons (as defined in Regulation S under the Securities 
Act) except to (a) qualified institutional buyers in reliance on the exemption from the registration requirements of 
the Securities Act provided by Rule 144A and (b) persons in offshore transactions in reliance on Regulation S. 

Each purchaser of Bonds will be deemed to have represented and agreed as follows (terms used in this 
paragraph that are defined in Rule 144A or Regulation S under the Securities Act are used herein as defined therein): 

(1) The purchaser (A) (i) is a qualified institutional buyer, (ii) is aware that the sale to i t  is being made in 
reliance on Rule 144A and (iii) is acquiring the Bonds for its own account or for the account of a qualified 
institutional buyer or (B) is not a 1J.S. person and is purchasing the Bonds in an offshore transaction pursuant to 
Regulation S. 

(2) The purchaser understands that the Bonds are being offered in a transaction not involving any public 
offering in the United States within the meaning of the Securities Act, that the Bonds have not been and except 
as described in this offering circular, will not be registered under the Securities Act and that (A) if in the future 
it decides to offer, resell, pledge or otherwise transfer any of the Bonds, such Bonds may be offered, resold, 
pledged or otherwise transferred only (i) in the United States to a person whom the seller reasonably believes is 
a qualified institutional buyer in a transaction meeting the requirements of Rule 144A, (ii) outside the 
IJnited States in a transaction complying with the provisions of Regulation S under the Securities Act, 
(iii) pursuant to an exemption from registration under the Securities Act provided by Rule 144 (if available) or 
any other such exemption, or (iv) pursuant to an effective registration statement under the Securities Act, in 
each of cases (i) through (iv) in accordance with any applicable securities laws of any State of the IJnited States, 
and that (B) the purchaser will, and each subsequent holder is required to, notify any subsequent purchaser of 
the Bonds from it of the resale restrictions referred to in (A) above. 

(3) The purchaser understands that the Bonds will, until the expiration of the applicable holding period 
with respect to the Bonds set forth in Rule 144(d) of the Securities Act, unless otherwise agreed by the Issuer 
and the holder thereof, bear a legend substantially to the following effect: 

THIS BOND HAS NOT BEEN REGISTERED IJNDER THE U.S. SECURITES ACT OF 19.33, AS 
AMENDED (THE “SECIJRITIES ACT”), AND NEITHER THIS BOND NOR ANY INTEREST 
HEREIN MAY BE OFFERED, SOLD, PLEDGED OR OTHERWISE TRANSFERRED EXCEPT 

(A) TO A “QUALIFIED INSTITUTIONAL BIJYER’ IN COMPLIANCE WITH RIJLE 144A 
TJNDER THE SECURITIES ACT, 

(B) IN AN “OFFSHORE TRANSACTION’ IN COMPLIANCE WITH REGIJLATION S UNDER 
THE SECIJRITIES ACT, 

(C) PURSUANT TO AN EXEMPTION FROM REGISTRATION PROVIDED BY RIJLE 144 
IJNDER THE SECURITIES ACT OR ANY OTHER AVAILABLE EXEMPTION FROM THE REG- 
ISTRATION REQTJIREMENTS OF THE SECURITIES ACT, OR 

(D) PIJRSTJANT TO A REGISTRATION STATEMENT WHICH HAS BECOME EFFECTIVE 
UNDER THE SECURITIES ACT. 

THE OWNER OF THIS BOND, AND THE OWNER OF EACH INTEREST HEREIN, BY ITS 
ACQUISITION HEREOF OR THEREOF, REPRESENTS THAT ITS ACQIJISITION OF THIS BOND 
OR SUCH INTEREST IS DESCRIBED IN ONE OF CLATJSES (A), (B), (C) OR (D) IN THE FIRST 
PARAGRAPH OF THIS LEGEND AND AGREES THAT ANY DISPOSITION BY IT OF THIS BOND 
OR SUCH INTEREST HEREIN WILL BE DESCRIBED IN ONE OF SUCH CLAUSES. 

PRIOR TO THE REGISTRATION OF ANY TRANSFER IN ACCORDANCE WITH CLAUSE (A) OR 
(B) ABOVE, A DULY COMPLETED AND SIGNED CERTIFICATE (THE FORM OF WHICH MAY 
BE OBTAINED FROM THE TRUSTEE) MIJST BE DELIVERED TO THE TRUSTEE. PRIOR TO 
THE REGISTRATION OF ANY TRANSFER IN ACCORDANCE WITH CLAIJSE (C) ABOVE, THE 
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COMPANY RESERVES THE RIGHT TO REQIJIRE THE DELIVERY OF SUCH LEGAL OPINIONS, 
CERTIFICATIONS OR OTHER EVIDENCE AS MAY REASONABLY BE REQUIRED IN ORDER 
TO DETERMINE THAT THE PROPOSED TRANSFER IS BEING MADE IN COMPLIANCE WITH 
THE SECURITIES ACT AND APPLICABLE STATE SECURITIES LAWS. NO REPRESENTATION 

TION REQTJIREMENTS OF THE SECURITIES ACT. 
IS MADE AS TO THE AVAILABILITY OF ANY RULE 144 EXEMPTION FROM THE REGISTRA- 
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MATERIAL US.  FEDERAL INCOME TAX CONSEQUENCES 

TO ENSURE COMPLIANCE WITH TREASURY DEPARTMENT CIRCULAR NO. 230, PROSPEC- 
TIVE HOLDERS OF BONDS ARE HEREBY NOTIFIED THAT (A) ANY DISCUSSION OF US.  FED- 
ERAL TAX ISSUES IN THIS OFFERING MEMORANDUM IS NOT INTENDED OR WRITTEN TO BE 
RELIED UPON, AND CANNOT BE RELIED UPON, BY ANY HOLDER FOR THE PURPOSE OF 
AVOIDING PENALTIES THAT MAY BE IMPOSED ON SUCH HOLDER UNDER THE INTERNAL 
REVENUE CODE OF 1986, AS AMENDED (THE “CODE”); (B) SUCH DISCUSSION IS BEING USED IN 

LAR NO. 230) BY THE COMPANY OF THE BONDS; AND (C) HOLDERS SHOULD SEEK TAX ADVICE 
CONNECTION WITH THE PROMOTION OR MARKETING (WITHIN THE MEANING OF CIRCU- 

BASED ON THEIR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR. 

The following discussion summarizes material 1J.S. federal income tax considerations to U.S. Holders and 
Non-U.S. Holders (each, as defined below) of the purchase, ownership and disposition of the Bonds. It is included 
herein for general information purposes only and does not address all tax considerations that may be relevant to 
investors in light of their personal investment circumstances or that may he relevant to certain types of investors 
subject to special rules (for example, financial institutions, tax-exempt organizations, insurance companies, 
regulated investment companies, persons that are broker-dealers, traders in securities who elect the mark to 
market method of tax accounting for their securities, 1J.S. Holders that have a functional currency other than the 
U.S. dollar, certain former 1J.S. citizens or long-term residents, retirement plans, real estate investment trusts, 
foreign governments, international organizations, controlled foreign corporations, passive foreign investment 
companies, investors in partnerships or other pass-through entities or persons holding the Bonds as part of a 
“straddle,” “hedge,” “conversion transaction” or other integrated transaction). The discussion set forth helow is 
limited to initial investors who hold the Bonds as capital assets within the meaning of Section 1221 of the Code and 
who purchase the Bonds for cash at the initial “issue price” (Le., the first price to the public at which a substantial 
amount of the Bonds is sold for money, excluding bond houses, brokers or similar persons or organizations acting in 
the capacity of underwriters, placement agents or wholesalers). In addition, this discussion does not address the 
effect of 1J.S. federal alternative minimum tax, gift or estate tax laws, or any state, local or foreign tax laws. 
Furthermore, the discussion below is based upon provisions of the Code, the legislative history thereof, 1J.S. Trea- 
sury regulations thereunder and administrative rulings and judicial decisions thereunder as of the date hereof. Such 
authorities may be repealed, revoked or modified (including changes in effective dates, and possibly with 
retroactive effect) so as to result in 1J.S. federal income tax considerations different from those discussed below. 
We have not sought any rulings from the Internal Revenue Service (“IRS”) with respect to the statements and 
conclusions made in the following discussion, and there can be no assurance that the IRS will agree with such 
statements and conclusions or that a court will not sustain any challenge by the TRS in the event of litigation. 

For purposes of the following discussion, a “U.S. Holder” means a beneficial owner of the Bonds that is for 
U S .  federal income tax purposes: 

- an individual who is a citizen or resident of the 1J.S.; 

0 a corporation (or any entity treated as a corporation for U.S. federal income tax purposes) created or 
organized in or under the laws of the United States, any state thereof or the District of Columbia; 

an estate the income of which is subject to U.S. federal income taxation regardless of its source; 01 

0 a trust, if (i) a 1J.S. court is able to exercise primary supervision over the administration ofthe trust and one or 
more United States persons have the authority to control ail substantial decisions of the trust or (ii) the trust 
has a valid election in place to be treated as a United States person for 1J.S. federal income tax purposes. 

For purposes of the following discussion, a “Non4J.S. Holder” means a beneficial owner of the Bonds (other 
than a partnership or an entity or arrangement treated as a partnership for 1J.S. federal income tax purposes) that is 
not a U.S. Holder for U.S. federal income tax purposes. 

If an entity or arrangement treated as a partnership for U.S. federal income tax purposes is a beneficial owner of 
a Bond, the 1J.S. federal income tax treatment of a partner in the partnership generally will depend upon the status of 
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the partner and upon the activities of the partnership. Partnerships and partners in such partnerships should consult 
their own tax advisors about the tax consequences of the purchase, ownership and disposition of the Bonds. 

THIS DISCUSSION OF MATERIAL US.  FEDERAL INCOME TAX CONSIDERATIONS IS NOT 
INTENDED, AND SHOULD NOT BE CONSTRUED, TO BE TAX OR LEGAL ADVICE TO ANY 

ADVISED TO CONSULT THEIR OWN TAX ADVISORS CONCERNING THE APPLICATION OF 
THE U.S. FEDERAL INCOME TAX LAWS TO THEIR PARTICULAR SITUATIONS AS WELL AS 
ANY TAX CONSIDERATIONS ARISING UNDER THE LAWS OF ANY STATE, LOCAL OR FOREIGN 
TAXING JURISDICTION OR ANY APPLICABLE TAX TREATIES, AND THE POSSIBLE EFFECT OF 
CHANGES IN APPLICABLE TAX LAW. 

PARTICULAR INVESTOR IN OR HOLDER OF THE BONDS. PROSPECTIVE INVESTORS ARE 

Effect of Certain Additional Payments 

In certain circumstances (for example, see “Description of the Bonds - Redemption” and “Registered 
Exchange Offer; Registration Rights - Liquidated Damages”) we may be obligated to pay amounts on the Bonds 
that are in excess of stated interest or principal on the Bonds. These potential payments may implicate the provisions 
of the Treasury Regulations relating to “contingent payment debt instruments” (the “CPDI Regulations”). One or 
more contingencies will not cause the Bonds to be treated as a contingent payment debt instrument if, as of the issue 
date, each such contingency is considered remote or incidental or, in certain circumstances, it is significantly more 
likely than not that none of the contingencies will occur. We believe that the potential for additional payments on the 
Bonds should not cause the Bonds to be treated as contingent payment debt instruments under the CPDI 
Regulations. Our determination is binding on a holder unless such a holder discloses its contrary position in 
the manner required by applicable Treasury Regulations. However, the IRS may take a different position, which 
could require a holder to accrue income on its Bonds in excess of stated interest, and to treat any income realized on 
the taxable disposition of a Bond as ordinary income rather than capital gain. The remainder of this discussion 
assumes that the Bonds will not be treated as contingent payment debt instruments. Investors should consult their 
own tax advisors regarding the possible application of the contingent payment debt instrument rules to the Bonds. 

US.  Holders 

Stated Interest 

We expect, and this discussion assumes, that the Bonds will not be issued with more than a “de rniriiiizis” 

amount of original issue discount f0rU.S. federal income tax purposes, if any. Accordingly, the stated interest on the 
Bonds will be included in income by a 1J.S. Holder as ordinary income as such interest is received or accrued in 
accordance with the US. Holder’s method of accounting for 1J.S. federal income tax purposes. However, if the 
Bonds are issued with more than a de rniriirnis amount of original issue discount, each US. Holder generally will be 
required to include original issue discount in its income as it accrues, regardless of its regular method of tax 
accounting, using a constant yield method, possibly before such 1J.S. Holder receives any payment attributable to 
such income. The rules regarding original issue discount are complex and U.S. Holders should consult their own tax 
advisors regarding their application. 

Sale, Taxable Exchange, Redeiiiptiori or Other Taxable Disposition of the Bonds 

IJpon a sale, taxable exchange, redemption (including any optional redemption) or other taxable disposition of a 
Bond, a 1J.S. Holder generally will recognize gain or loss equal to the difference between the amount realized on the 
disposition, other than amounts attributable to accrued but unpaid interest not yet taken into income which will be taxed 
as ordinary income, and the U.S. Holder’s adjusted tax basis in the Bond. A 1J.S. Holder’s adjusted tax basis in a Bond 
generally will equal the cost of the Bond to such holder, less any principal payments i+eceived by such holder. Any gain 
or loss generally will constitute capital gain or loss and will be long-term capital gain or loss if the US.  Holder has held 
the Bond for longer than 12 months. Long-term capital gain, in the case of non-corporate taxpayers, is eligible for 
preferential rates of taxation. 1Jnder cun-ent law, the deductibility of capital losses is subject to limitations. 
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Medicare Tax 

For taxable years beginning after December 3 1,201 2, a U.S. Holder that is an individual or estate, or a trust that 
does not fall into a special class of trusts that is exempt from such tax, will be subject to a 3.8% tax on the lesser of 
( 1 )  the U.S. Holder’s “net investment income” (in the case of individuals) or “undistributed net investment income” 
(in the case of estates and tiusts) for the relevant taxable year and (2) the excess of the U.S. Holder’s “modified 
adjusted gross income” (in the case of individuals) or “adjusted gross income” (in the case of estates and trusts) for 
the taxable year over a certain threshold (which in the case of individuals will be between $12S,OOO and $250,000, 
depending on the individual’s circumstances). A 1J.S. Holder’s net investment income generally will include its 
interest income on the Bonds and its net gains from the disposition of the Bonds, unless such interest income or net 
gains are derived in the ordinary course of the conduct of a trade or business (other than a trade or business that 
consists of certain passive or trading activities). 1J.S. Holders that are individuals, estates or trusts should consult 
their own tax advisors regarding the applicability of the Medicare tax to their income and gains in respect of their 
investment in the Bonds. 

Registered Exchange Offer 

We have agreed, subject to certain exceptions, to exchange the Bonds for the Exchange Bonds. The exchange 
of Bonds for Exchange Bonds pursuant to the Registered Exchange Offer will not constitute a taxable event for 
1J.S. federal income tax purposes. As a result: 

e a U.S. Holder will not recognize taxable gain or loss as a result of the exchange of its Bonds for Exchange 
Bonds pursuant to the Registered Exchange Offer; 

* the holding period of the Exchange Bonds will include the holding period of the Bonds surrendered in 
exchange therefor; and 

a 1J.S. Holder’s adjusted tax basis in the Exchange Bonds will be the same as the 1J.S. Holder’s adjusted tax 
basis in the Bonds suirendered therefor. 

Iiiforntation Reporting and Backup Witliholding 

Under the Code, 1J.S. Holders may be subject, under certain circumstances, to information reporting and “backup 
withholding” with respect to cash payments in respect of principal, interest and the gross proceeds from dispositions of 
the Bonds, unless the 1J.S. Holder is an exempt recipient. Backup withholding appIies only if the US.  Holder fails to 
furnish its social secuiity or other taxpayer identification number (“TIN’) to the Paying Agent and to comply with 
certain certification procedures or otherwise fails to establish an exemption from backup withholding. Backup 
withholding is not an additional tax. Any amount withheld from a payment to a 1J.S. Holder under the backup 
withholding rules is allowable as a credit (and may entitle such holder to a refund) against such 1J.S. Holder’s 
1J.S. federal income tax liability, provided that the required information is furnished to the IRS in a timely manner. 
Certain persons are exempt from backup withholding. 1J.S. Holders should consult their own tax advisors as to their 
qualification for exemption from backup withholding and the procedure for obtaining such exemption. 

Non-U.S. Holders 

Stated Interest 

Subject to the discussion of backup withholding below, payments of interest on the Bonds to a Non-U.S. Holder 
generally will not be subject to lJ.S. withholding tax provided that (1) the Non-U.S. Holder does not actually or 
constructively own 10% or more of the total combined voting power of all classes of our voting stock, (2) the 
Non-U.S. Holder is not (a) a controlled foreign corporation that is related to us through actual or deemed stock 
ownership or (b) a bank receiving interest on an extension of credit made pursuant to a loan agreement entered into in 
the ordinary course of business, (3) such interest is not effectively connected with the conduct by the Non-1J.S. Holder 
of a trade or business within the 1Jnited States, and (4) either (a) the Non-US. Holder provides its name and address on 
an IRS Form W-8BEN (or other applicable form) and certifies, under penalties of pejury, that it is not a 1Jnited States 
person as defined under the Code or (b) a securities clearing organization, bank or other financial institution holding 
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the Bonds on the Non-lJ.S. Holder’s behalf certifies, under penalties of perjury, that it has received a properly executed 
IRS Form W-8BEN from the Non-lJ.S. Holder and it provides the withholding agent with a copy. 

If a Non-US. Holder cannot satisfy the requirements in the preceding paragraph, payments of interest made to 
such Non-U.S. Holder will be subject to U.S. federal Withholding tax, currently at a rate of 30%, unless such 
Non-US. Holder (1) timely provides the withholding agent with a properly executed IRS Form W-8BEN (or other 
applicable form) claiming an exemption from or reduction in withholding under the benefit of an applicable income 
tax treaty or IRS Form W-8ECI (or other applicable form) certifying that interest paid on the Bonds is not subject to 
U.S. federal withholding tax because it is effectively connected with such Non-1J.S. Holder’s conduct of a trade or 
business in the United States, or (2) otherwise properly establishes an exemption from withholding taxes. 

If interest on the Bonds is effectively connected with the conduct by a Non-U.S. Holder of a trade or business 
within the 1Jnited States (and, if certain tax treaties apply, is attributable to a U.S. permanent establishment 
maintained by the Non-US. Holder), such interest will be subject to U.S. federal income tax on a net income basis at 
the rate applicable to United States persons generally (and a Non-lJ.S. Holder that is treated as a corporation for 
1J.S. federal income tax purposes may also be sub,ject to a branch profits tax equal to 30% of its effectively 
connected earnings and profits, subject to certain adjustments, unless such holder qualifies for a lower rate under an 
applicable income tax treaty). If interest is subject to lJ.S. federal income tax on a net income basis in accordance 
with these rules, such payments will not be subject to U.S. federal withholding tax so long as the relevant 
Non-1J.S. Holder timely provides the withholding agent with the appropriate documentation. 

Sale, Taxable Exchange, Redemption or Other Taxable Dispositioii of the Bonds 

Subject to the discussion of backup withholding below, any gain realized by a Non-1J.S. Holder on the sale, 
taxable exchange, iedemption or other taxable disposition of the Bonds generally will not be subject to 1J.S. federal 
income tax, unless (1) such gain is effectively connected with the conduct by such Non-1J.S. Holder of a trade or 
business within the IJnited States (and, if certain tax treaties apply, is attributable to a 1J.S. permanent establishment 
maintained by the Non-U.S. Holder), in which case such gain will be taxed on a net income basis in the same manner 
as interest that is effectively connected with the Non-lJ.S. Holder’s conduct of a trade or business within the 
1Jnited States (and a Non-U.S. Holder that is treated as a corporation for 1J.S. federal income tax purposes may also 
be subject to the branch profits tax as described above) or (2) the Non-1J.S. Holder is an individual who is present in 
the United States for 183 days or more in the taxable year of disposition and certain other conditions are satisfied, in 
which case the N o n - U 3  Holder will be subject to a tax, currently at a rate of 30%, on the excess, if any, of such gain 
plus all other U.S source capital gains recognized during the same taxable year over the Non-1J.S. Holder’s 
1J.S. source capital losses recognized during such taxable year. 

Registered Excharige Offer 

The exchange of Bonds for Exchange Bonds pursuant to the Registered Exchange Offer will not constitute a 
taxable event for U S .  federal income tax purposes. As a result, the U S .  federal income tax consequences for Non- 
US Holders who exchange Bonds for Exchange Bonds pursuant to the Registered Exchange Offer will be the same 
as discussed above for U.S. Holders under - “lJ.S. Holders - Exchange Offer.” 

Information Reporting arid Backup Witliholdirig 

A Non-lJ.S. Holder may be subject to annual information reporting and U.S. federal backup withholding on 
payments of interest and proceeds of a sale or other disposition of the Bonds unless such Non-US. Holder provides the 
certification described above under “Non-U.S. Holders - Stated Interest” or otherwise establishes an exemption 
from backup withholding. Backup withholding is not an additional tax and will be refunded or allowed as a credit 
against the Non-1J.S. Holder’s lJ.S. federal income tax liability (if any), provided the required information is furnished 
to the IRS in a timely manner. In any event, we generally will be required to file information returns with the IRS 
reporting our payments on the Bonds. Copies of the information returns may also be made available to the tax 
authorities in the country in which a Non-1J.S. Holder resides under the provisions of an applicable income tax treaty. 
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Non-1J.S. Holders should consult their own tax advisors regarding the application of the information reporting 
and backup withholding rules in their particular situations, the availability of an exemption therefrom and the 
procedure for obtaining such an exemption, if available. 

Recently Enacted Legislation 

Based on recently enacted legislation, certain account information with respect to US.  Holders who hold Bonds 
through certain foreign financial institutions may be reportable to the IRS. Investors should consult with their own tax 
advisors regarding the possible implications of this recently enacted legislation on their investment in the Bonds. 

THE PRECEDING DISCUSSION IS FOR GENERAL INFORMATION PURPOSES ONLY AND IS 
NOT TAX ADVICE. ACCORDINGLY, EACH PROSPECTIVE HOLDER OF A BOND SHOULD CON- 
SUET ITS OWN TAX ADVISOR AS TO THE PARTICULAR TAX CONSEQUENCES TO IT OF PIJR- 
CHASING, OWNING AND DISPOSING OF BONDS, INCLUDING THE APPLICABLLITY AND 
EFFECT OF ANY STATE, LOCAL OR FOREIGN TAX LAWS, AND OF ANY PROPOSED CHANGES 
I N  APPLICABLE LAW. 
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PLAN OF DISTRIBUTION 

Under the terms and subject to the conditions contained in a purchase agreement dated Novembei 8,2010 (the 
“Purchase Agreement”), we have agreed to sell to the initial purchasers, for whom Credit Suisse Securities (USA) 
LLC and Meirill Lynch, Pierce, Fenner & Smith Incorporated are acting as representatives, and the initial 
purchasers have severally agreed to purchase, the following respective principal amounts of Bonds: 

Initial Purchasers 

Credit Suisse Securities (‘IJSA) LLC . . . . . . . . . . .  
Merrill Lynch, Pierce, Fenner & Smith 

Incorporated . . . . . . . . . . . . . . . . . . .  
BNP Paribas Securities Corp. . . . . . . . . . . . . . . . .  
Mitsubishi UFJ Securities (USA), Inc. . . . . . . . . .  
RBS Securities Inc. . . . . . . . . . . . . . . . . . . . . . . .  
Scotia Capital (USA) Inc. . . . . . . . . . . . . . . . . . . .  

RBC Capital Markets, L,LC . . . . . . . . . . . . . . . . . .  
BBVA Securities Inc. . . . . . . . . . . . . . . . . . . . . . .  

Santander Investment Securities Inc. . . . . . . . . . . .  
SunTrust Robinson Humphrey, Inc. . . . . . . . . . . . .  
The Williams Capital Group, L.P. . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Principal 
Amount of 

the 2015 Bonds 

Principal 
Amount of 

the 2020 Bonds 

Principal 
Amount of 

the 2040 Bonds 

$ 50,000,000 

50,000,000 
25,000,000 
25,000,000 
25,000,000 
25,000,000 
10,000,000 
10,000,000 
10,000,000 
10,000,000 
10,000,000 

$250,000,000 

$1 00,000,000 

100,000,000 
50,000,000 
50,000,000 
50,000,000 
50,000,000 
20,000,000 
20,000,000 
20,000,000 
20,000,000 
20,000,000 

$500,000,000 

$150,000,000 

150,000,000 
75,000,000 
75,000,000 
7.5,000,000 
75,000,000 
.30,000,000 
30,000,000 
30,000,000 
30,000,000 
30,000,000 

$750,000,000 

The Purchase Agreement provides that the initial purchasers are obligated to purchase all of the Bonds if any 
are purchased. The Purchase Agreement also provides that if an initial purchaser defaults, the purchase commit- 
ments of nondefauiting initial purchasers may be increased or the offeiing may be terminated. 

The initial purchasers piopose to offer each series of Bonds initially at the respective offering price on the 
cover page of this offering memorandum for the applicable series and may also offer the Bonds to selling group 
members at the offering price less a selling concession. After the initial offering, the offering price may be changed. 

The Bonds have not been registered under the Securities Act and may not be offered or sold within the 
[Jnited States or to, or for the account or benefit of, U S .  persons except to qualified institutional buyers in reliance 
on Rule 144A under the Securities Act and to non-1J.S. persons in offshore transactions in reliance on Regulation S 
under the Secuiities Act. Each of the initial purchasers has agreed that, except as permitted by the Purchase 
Agreement, it will not offer, sell or deliver the Bonds (i) as part of its distribution at any time or (ii) otherwise until 
40 days after the later of the commencement of the offering and the closing date, within the United States or to, or 
for the account or benefit of, U.S. persons, and i t  will have sent to each brokeddealer to which it sells Bonds in 
reliance on Regulation S during such 40-day period, a confirmation or other notice detailing the restrictions on 
offers and sales of the Bonds within the United States or to, or for the account or benefit of, U.S. persons. Teims used 
in this paragraph have the meanings given to them by Regulation S under the Securities Act. Resales of the Bonds 
are restricted as described under “Transfer Restrictions.” 

In addition, until 40 days after the commencement of the offering, an offer or sale of Bonds within the 
IJnited States by a brokerldealer (whether or not it is participating in the offering) may violate the registration 
requirements of the Securities Act if such offer or sale is made otherwise than pursuant to Rule 144A. 

Each of the initial purchasers severally will represent and agree that: 

* it has not offered or sold and prior to the expiry of a period of six months from the closing date, will not offer 
or sell any Bonds to persons in the United Kingdom except to persons whose ordinary activities involve them 
in acquiring, holding, managing or disposing of investments (as principal or agent) for the purposes of their 
businesses or othei wise in circumstances which have not resulted and will not result in an offer to the public 
in the United Kingdom within the meaning of the Public Offers of Securities Regulations 1995; 
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* it has only communicated or caused to be communicated and will only communicate or cause to be 
Communicated any invitation or inducement to engage in investment activity (within the meaning of 
section 21 of the Financial Services and Markets Act 2000 (the “FSMA”)) received by it in connection with 
the issue or sale of any Bonds in circumstances in which section 21(1) of the FSMA does not apply to the 
Issuer; and 

0 it has complied and will comply with all applicable provisions of the FSMAwith respect to anything done by 
it in relation to the Bonds in, from or otherwise involving the United Kingdom. 

We have agreed to indemnify the initial purchasers against liabilities or to contribute to payments which they 
may be required to make in that respect. 

The Bonds of each series are a new issue of securities for which there currently is no market. The initial 
purchasers have advised us that they intend to make a market in the Bonds as permitted by applicable law. They are 
not obligated, however, to make a market in the Bonds and any market-making may be discontinued at any time at 
their sole discretion. Accordingly, no assurance can be given as to the development or liquidity of any market for the 
Bonds. 

The initial purchasers may engage in over-allotment, stabilizing transactions, covering transactions and 
penalty bids in accordance with Regulation M under the Exchange Act. 

* Over-allotment involves sales in excess of the offering size, which creates a short position for the initial 
purchasers. 

Stabilizing transactions permit bids to purchase the underlying security so long as the stabilizing bids do not 
exceed a specified maximum. 

Covering transactions involve purchases of the Bonds in the open market after the distribution has been 
completed in order to cover short positions. 

Penalty bids permit the initial purchasers to reclaim a selling concession from a broker/dealer when the 
Bonds originally sold by such broker/dealer are purchased in a stabilizing or covering transaction to cover 
short positions. 

These stabilizing transactions, covering transactions and penalty bids may cause the price of the Bonds to be 
higher than it would otherwise be in the absence of these transactions. These transactions, if commenced, may be 
discontinued at any time. 

We expect that delivery of the Bonds will be made against payment therefor on or about November 16,2010, 
which will be the fifth business day following the date of pricing of the Bonds (T-tS). Trades in the secondary market 
generally are required to settle in three business days (T+3), unless the parties to any such trade expressly agree 
otherwise. Accordingly, purchasers who wish to trade Bonds on the date of pricing or the next succeeding business 
day will be required, by virtue of the fact that the Bonds initially will settle T+S, to specify an alternate settlement 
cycle. Purchasers of the Bonds who wish to trade Bonds on the date of pricing or the next succeeding business day 
should consult their own advisor. 

Other Relationships and Conflicts of Interest 

Certain of the initial puichasers and their respective affiliates have from time to time in the past and may in the 
future perform various financial advisory, investment banking and other services for us and our affiliates in the 
ordinary course of business, for which they received and may receive customary fees and expenses. In particular, 
affiliates of the representatives and other initial purchasers are lenders and/or agents under our credit facilities and 
certain credit facilities of our affiliates. 
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LEGAL MATTERS 

The validity of the Bonds offered hereby will be passed upon for us by Dewey & LeBoeuf LLP, New York, 
New York and John R. McCall, Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer to the Company. Certain legal matters will be passed upon for the initial purchasers by 
Davis Polk & Wardwell LLP, New York, New York. However, matters pertaining to our organization, our title to 
property and the lien of the Mortgage upon our properties will be passed upon only by Mr. McCall and Stoll Keenon 
Ogden PLLC. As to matters involving the law of the Commonwealths of Kentucky and Virginia and the State of 
Tennessee, Dewey & LeBoeuf LLP and Davis Polk & Wardwell LLP will rely upon the opinions of Mr. McCali and 
Stoll Keenon Ogden PLLC. 

INDEPENDENT AUDITORS 

The financial statements of Kentucky Utilities Company as of December 3 1,2009 and 2008 and for each of the 
three years in the period ended December 31,2009 included in this offering memorandum and the effectiveness of 
internal control over financial reporting as of December 3 1, 2009 have been audited by PricewaterhouseCoopers 
LLP, independent auditors, as stated in their report appearing therein. 
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Kentucky Utilities Company 

Statements of Income 

OPERATING REVENUES: 
Total operating revenues (Note 11).  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Fuel for electric generation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other operation and maintenance expenses . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Depreciation and amortization (Note 1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total operating expenses. . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  
Net operating income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Equity in earnings of EEI (Note 1) .  . . . . . . . . . . . . . . . . . . . . . . . . .  

Interest expense (Notes 7 and 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest expense to affiliated companies (Notes 8 and 11) . . . . . . . . . . . . . . . . . .  
Income before income taxes.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Federal and state income taxes (Note 6 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

OPERATING EXPENSES: 

Power purchased (Notes 9 and 1 1 )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . .  
Other income - net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Years Ended December 31 
2009 2008 2007 

(Millions of $) 
- -- 

$1,355 

434 
199 
320 
133 

1,086 

269 
(1) 
( 5 )  
6 

69 

200 
67 

$ 133 

513 
22 1 
275 
136 

1,145 

260 
(30) 

(8) 
14 
58 

226 
68 

$ 158 

$1,272 

46 1 
168 
2.55 
121 

1,005 

267 
(26) 

(7) 
15 
41 

244 
77 

$ 167 

-- 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 

Statements of Retained Earnings 
Years Ended December 31 

2009 2008 2007 
(Millions of E) 

--- 

Balance January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,195 $1,037 $ 870 
Add net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  133 158 167 

Balance December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,328 $1,195 $1,037 
--- 
--- --- 

The accompanying notes are an integral pari of these financial statements. 
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Kentucky Utilities Company 

Balance Sheets 

ASSETS: 
Current assets: 

Cash and cash equivalents (Note 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Restricted cash (Note 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts receivable, net: (Notes 1 and 1 1 )  

Customer - less reserves of $1 million and $3 million as of December 31, 2009 and 
2008, respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other - less reserves of $2 million and less than $1 million as of December 31, 2009 
and2008 . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Materials and supplies (Note 1): 
Fuel (predominantly coal) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other materials and supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes - net (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory assets (Note 2). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other property and investments (Note I )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Utility plant, at original cost (Note 1):. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less: reserve for depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total utility plant, net . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Construction work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total utility plant and construction work in progress. . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred debits and other assets: 

Regulatory assets (Note 2): 
Pension benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash surrender value of key man life insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  

Total deferred debits and other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

December 31 
-- 2009 2008 

(Millions of $) 

$ 2 $ 2  
9 - 

155 152 

27 32 

98 73 
39 3 6 
3 2 
32 32 
10 8 
366 346 
12 23 

4,892 4,446 
1,838 1,724 
3,054 2,722 
-- 1,257 1,176 
- 4,311 -- 3,898 

-- 
- 
-- 

-- 

10s 137 
117 64 
38 39 
7 11 

267 25 1 
$4,956 $43 18 

-- 
-- 
-- -- 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Conipany 

Balance Sheets (continued) 

December 31 
-- 2009 2QQ8 

(Millions of $) 

LIABILITIES AND EQUITY: 
Current liabilities: 

Current portion of long-term debt (Note 7). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 261 $ 228 
16 Notes payable to affiliated companies (Notes 8 and 11) . . . . . . . . . . . . . . . . . . . . . . . . .  4 s  

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to affiliated companies (Note 11)  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  
L.ong-term debt: 

Long-term bonds (Note 7 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt to affiliated company (Notes 7 and 11) . . . . . . . . . . . . . . . . . . . . . . . . .  

Total long-term d e b t . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
Deferred credits and other liab 

Accumulated deferred income taxes (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated provision for pensions and related benefits (Note 5) .  . . . . . . . . . . . . . . . . .  
Investment tax credit (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset retirement obligations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

107 
88 
22 

3 
42 

568 

123 
1,298 

1,42 1 

336 
160 
104 
34 

33 1 

155 
38 
21 
5 

34 

497 

123 
1,181 

1,304 -- 

279 
186 
80 
32 

329 
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 16 
Postretirement benefits. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 10 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11  15 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21 26 Other liabilities 

Total deferred credits and other liabilities. 1,015 973 

Commitments and contingencies (Note 9) 
COMMON EQUITY: 

-- 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - -  

Common stock, without par value - 
Authorized 80,000,000 shares, outstanding 37,817,878 shares . . . . . . . . . . . . . . . . . . .  

Additional paid-in capital (Note 11). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

[Jndistributed subsidiary earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total retained earnings. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Retained earnings . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
Total Liabilities and Equity . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . .  

308 308 
316 24 1 

1,318 1,174 
10 21 

-- 1,328 1,195 

1,952 1,744 

$4,956 $ 4 3  18 

-- 

-- 
-- -- 

The accompanying notes are an integral part of these financial statements. 
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Kentucky IJtilities Company 

Statements of Cash Flows 

Years Ended December 31 
2009 2008 2007 

(Millions of $) 
- - 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Items not requiring cash currently: 

Depreciation and amortization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Provision for pension and postretirement plans. . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes -net. . . . . . . . . . . . . . . . . . . . . . .  
Investment tax credit - net, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . .  

Change in certain current assets and liabilities: 

Materials and supplies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Prepayments and other current assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Pension and postretirement funding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Storm restoration regulatory asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by operating activities. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Construction expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Assets purchased from affiliate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Change in restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used for investing activities" . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Long-term borrowings from affiliated company (Note 7) . . . . . . . . . . . . . . . . . . .  

Retirement of first mortgage bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Issuance of pollution control bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Acquisition of outstanding bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CASH FLOWS FROM INVESTING ACTIVITIES: 

CASH FLOWS FROM FINANCING ACTIVITIES: 

Short-term borrowings fi-om affiliated company - net (Note 8) . . . . . . . . . . . . . .  

Retirement of pollution control bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Reissuance of reacquired bonds. . . . . . . . . . . . . . . . . . . . . . .  
Retirement of reacquired bonds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by financing activities. . . . . . . . . . . . . . . . . . . . . . . .  
Change in cash and cash equivalents. . . . . . . . . . . .  . . . . . . . . .  . .  
Cash and cash equivalents at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . .  

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest on borrowed money . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest to affiliated companies on borrowed money. . . . . . . . . . . . . . . . . . . . .  

$ 133 $ 158 $ 167 

133 136 121 
50 (13) (5 )  
24 25 42 
26 10 I 1  

1 (4) - 

(516) (686) (749) 
(10) - 

9 1 12 
(507) (695) (737) 

__ 

- - -  
- -  

150 
29 

75 
254 - 
- 

2 

$ (9) $ 46 $ 38 
3 13 16 

67 53 29 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 

Statements of Capitalization 
December 31 

2009 ZOOS 
(Millions of $) 

-- 
-- 

LONG-TERM DEBT (Note 7): 
Pollution control series: 

Mercer Co. 2000 Series A, due May 1, 2023, variable% . . . . . . . . . . . . . . . . . . . . . . . . . .  . , $ 13 $ 13 
Carroll Co. 2002 Series A, due February I ,  20.32, variable% . . . . . . . . . . . . . . . . . . . . . . . . .  21 21 
Carroll Co. 2002 Series B, due February I ,  2032, variable%. . . . . . . . . . . . . . . . . . . . . . . .  
Muhlenberg Co. 2002 Series A, due February I ,  2032, variable% . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2 
2 

Mercer Co. 2002 Series A, due February I ,  20.32, variable% . . . . . . . . . . . . . . . . . . . . . . .  8 
Carroll Co. 2002 Series C, due October I ,  20.32, variable% 96 
Carroll Co. 2004 Series A, due October I ,  20.34, variable% . . . . . . . . . . . . . . . . . . . . . . .  50 
Carroll Co. 2006 Series B, due October I ,  2034, variable% . . . . . . . . . . . . . . . . . . . . . . .  54 54 
Carroll Co. 2007 Series A, due February 1, 2026, 5.75%. . . . . . . . . . . . . . . . . . . . . . . .  18 
Trimble Co. 2007 Series A, due March 1, 2037, 6.0% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9 
Carroll Co. 2008 Series A, due February I ,  2032, variable% . . . . . . . . . . . .  78 

Total pollution control series . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  351 35 I 
Notes payable to Fidelia: 

2 

9 

Due November 24, 2010, 4.24%. unsecured . . . . . . . . . . . . . . . . . . . . . . . . .  33 33 

Due April 30, 2013, 4.55%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  100 100 
Due January 16, 2012, 4.39%, unsecured. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Due August 15, 2013,5.31%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Due December 19, 2014, 5.45%. unsecured . . . . . . . . . . . . . . . . . . . . . . .  
Due July 8, 2015,4.735%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Due October 25, 2016, 5.675%, unsecured. . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Due June 20, 2017, 5.98%, unsecured. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Due July 25, 201 8, 6.16%, unsecu 

Due December 21, 2015, 5.36%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  75 

Due April 24, 2017, 5.28%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50 

Due August 27, 2018, 5.645%, un 
Due December 17, 201 8, 7.035%, . . . . . . . . . . . . . . . . . . . . . . . . . . . .  75 
Due July 29, 2019, 4.81%, 
Due October 25, 2019, 5.71 . . . . . . . . . . . . . . . . . . . . . . . .  70 
Due November 25, 2019, 4.445%, unsecured. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Due February 7, 2022, 5.69 
Due May 22, 2023, 5.85%, 
Due September 14, 2028, 5 100 100 
Due June 23,2036, 6.33%, unsecured. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Due March 30, 2037, 5.86%, unsecured 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  - 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,331 1,181 Total notes payable to Fidelia 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,682 1,532 Total long-term debt outstanding 
Less current portion of long-term debt . . . . . . . . . . .  . . I  261 228 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,421 1,304 

-- 
-- 
-- 
-- 

COMMON EQUITY 
Common stock, without par value - 

Authorized 80,000,000 shares, outstanding 37,817,878 shares . . . . . . . . . . . . . . . . . . . .  308 308 

Retained earnings . . , . . I ~ I " I . . . . . . . . . . . . . . . . . . . . . . .  1,318 1,174 

Total retained earnings. I . . I I I . . . . . . . . . . . . . . . . . . . . . . . .  1,328 1,195 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . , . 1,952 1,744 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,373 $3,048 

Additional paid-in-capital (Note 1 1) . . . . . . . . . . . . . . . . .  

- - 
-- Total common equity. 

-- Total capitalization 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 

Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Viiginia and Tennessee. KTJ provides 
electric service to approximately 5 15,000 customers in 77 counties in central, southeastern and western Kentucky, 
to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KTJ’s 
service area covers approximately 6,600 square miles. Approximately 99% of the electricity generated by KU is 
produced by its coal-fired electric generating stations. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled CTs. In Virginia, KTJ opeiates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KTJ is a wholly-owned subsidiary of E.ON TJS, an indirect wholly-owned subsidiary of E.ON, a German 
corporation. KU’s affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, distribution 
and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to the 
2009 presentation with no impact on net assets, liab es and capitalization or pieviously repoited net income. 
However, for 2008 cash fiom operations was decreased by $5 million and cash flows from investing increased by 
$5 million and for 2007 cash from operations increased by $4 million and cash flows fiom investing decreased by 
$4 million. 

Regiilntoiy Accoirriting. KU is subject to the regulated operations guidance of the FASB ASC, under which 
regulatory assets are created based on expected recovery from customers in future rates to defer costs that would 
otherwise be charged to expense. Likewise, regulatory liabilities are created based on expected return to customers 
in future rates to defer credits that would otherwise be reflected as income, or, in the case of costs of removal, are 
created to match long-term future obligations arising from the current use of assets. The accounting for regulatory 
assets and liabilities is based on specific ratemaking decisions or precedent for each item as prescribed by the 
FERC, the Kentucky Cornmission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for 
additional detail regarding regulatory assets and liabilities. 

Cash arid Cash Equivnlenrs. 
months or less to be cash equivalents. 

KTJ considers all highly liquid investments with an original maturity of three 

ReJtricted Cnslz. Proceeds from bond issuances for environmental equipment (primarily related to the 
installation of FGDs) are held in trust pending expenditure for qualifying assets. 

Allowaizce for  Doiibtjiil Accoiints. The allowance for doubtful accounts included in customer accounts 
receivable is based on the ratio of the amounts charged-off during the last twelve months to the retail revenues billed 
over the same period multiplied by the retail revenues billed over the last four months. Accounts with no payment 
activity are charged-off after four months, although collection effoi ts continue thereafter. The allowance for 
doubtful accounts included in other accounts receivable is composed of accounts aged more than four months 
Accounts are written off as management determines them uncollectible 

MaterialJ aizd Siipplies. Fuel and other materials and supplies inventories are accounted for using the 
average-cost method. Emission allowances are included in other materials and supplies. At December 31,2009 and 
2008, the emission allowances inventory was $1 million and less than $1 million, respectively. 

Other Property nrid Ziive~tmeizts. Other property and investments on the balance sheets consists of KU’s 
investment in EEI, KU’s investment in OVEC, funds related to the long-term power purchase contract with OMTJ 
and non-utility plant. 

Although KU holds investment interests in OVEC and EEI, it is not the primary ciary, therefore, neither 
are consolidated into the Company’s financial statements. KU and 10 other electric s are owners of OVEC, 
located in Piketon, Ohio. OVEC owns and operates two coal-fired power plants, Kyger Creek Station in Ohio and 
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Clifty Creek Station in Indiana. OVEC’s power is currently supplied to KIJ and 12 other companies affiliated with 
the various owners. Pursuant to current contractual agreements, KIJ owns 2.5% of OVEC’s common stock and is 
contractually entitled to 2.5% of OVEC’s output, approximately 55 Mw of generation capacity. 

As of December 31,2009 and 2008, KU’s investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. The direct exposure to loss as a result of its involvement with OVEC is 
generally limited to the value of its  investment^ See Note 9, Commitments and Contingencies, for further discussion 
of developments regarding KU’s ownelship interests and power purchase rights. 

KIJ owns 20% of the common stock of EEI, which owns and opeiates a 1,162-Mw generating station in 
southern Illinois. EEI, through a power marketer affiliated with its majority owner, sells its output to third parties. 
KIJ’s investment in EEI is accounted for under the equity method of accounting and, as of December 31,2009 and 
2008, totaled $12 million and $22 million, respectively. KIJ’s direct exposure to loss as a result of its involvement 
with EEI is generally limited to the value of its investment. 

Ufilfoi Plant. IJtility plant is stated at original cost, which includes payioll-related costs such as taxes, fiinge 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KIJ has not recorded a significant allowance for funds used during 
construction. 

The cost of plant retired or disposed of in the normal course of business is deducted from plant accounts and 
such cost is charged to the reserve for depreciation. When complete operating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Depreciation arid Ainortfzatioii. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 2.6% in 2009,3.0% in 2008 and 3.2% 
in 2007 of average depreciable plant. Of the amount piovided for depreciation at December 31, 2009, approx- 
imately 0.4% was related to the retirement, iemoval and disposal costs of long lived assets. At December 31,2008 
and 2007, approximately 0.5% was related to the retirement, removal and disposal costs of long lived assets. 

Debt expense is capitalized in deferred debits and amortized using the straight Unmnortized Debt Expense. 
line method, which approximates the effective interest method, over the lives of the related bond issues. 

Zncorne Taxes. In accordance with the guidance of the FASB ASC, deferred tax assets and liab 
recognized for the future tax consequences attributable to differences between the financial statement carrying 
amounts of existing assets and liabilities and their respective tax bases, as measured by enacted tax rates that are 
expected to be in effect in the periods when the deferred tax assets and liabilities are expected to be settled or 
realized. Significant judgment is required in determining the provision for income taxes, and there are transactions 
for which the ultimate tax outcome is uncertain. The income taxes guidance of the FASB ASC prescribes a 
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return. IJncertain tax positions are analyzed periodically and 
adjustments are made when events occur to warrant a change. See Note 6, Income Taxes. 

Deferred Inconie Taxes. Deferred income taxes are recognized at currently enacted tax rates for all material 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Inve~trnerzt Tax Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides 
for an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related to the 
construction of a new base-load, coal-fired unit, TC2. See Note 6, Income Taxes. Investment tax credits prior to 
2006 resulted from provisions of the tax law that permitted a reduction of KU’s tax liability based on credits for 
construction expenditures. Deferred investment tax credits are being amortized to income over the estimated lives 
of the related property that gave rise to the credits. 

Revenues are recorded based on service rendered to customers through month-end. 
KU accrues an estimate for unbilled revenues from each meter reading date to the end of the accounting period 
based on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is 
based on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter 

Revenlie Recognition. 
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reading cycles in each month. Each day’s ratio is then inultiplied by each day’s system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The unbilled revenue estimates 
included in accounts receivable were $76 million, $60 million and $59 million at December 31, 2009, 2008 and 
2007, respectively. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. See Note 2, Rates and Regulatory 
Matters, for a description of the FAC. 

Mmagernetzf ’s IJse of Estiinntes. The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates and assumptions that affect the reported 
assets and liabilities and disclosure of contingent items at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period. Accrued liabilities, including legal and environ- 
mental, are recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accoirrztirig P~otzoir/zcernerzts. The following are recent accounting pronouncements affecting KIJ: 

Hierarchy of Generally Accepted Accounting Principles 

The guidance related to the hierarchy of generally accepted accounting principles was issued in June 2009, and 
is effective for interim and annual periods ending after September 15, 2009. The guidance establishes the FASB 
ASC as the single source of authoritative nongovernmental U.S. generally accepted accounting principles. It had no 
effect on the Company’s results of operations, financial position or liquidity; however, references to authoritative 
accounting literature have changed with the adoption. 

Subsequent Events 

The guidance related to subsequent events was issued in May 2009, and is effective for interim and annual 
periods ending after June 15,2009. This guidance requires disclosure of the date through which subsequent events 
have been evaluated, as well as whether that date is the date the financial statements were issued or the date they 
were available to be issued. The adoption of this guidance had no impact on the Company’s results of operations, 
financial position or liquidity; however, additional disclosures were required with the adoption. See Note 12, 
Subsequent Events, for additional disclosures. 

Interim Disclosures about Fair Value of Financial Instruments 

The guidance related to interim disclosures about fair value of financial instruments was issued in April 2009, 
and is effective for interim and annual periods ending after June 15, 2009. This guidance requires qualitative and 
quantitative disclosures about fair values of assets and liabilities on a quarterly basis. The adoption had no impact on 
the Company’s results of operations, financial position or liquidity; however, additional disclosures were required 
with the adoption. See Note 3, Financial Instruments, for additional disclosures. 

Employers’ Disclosures about Postretirement Benefit Plan Assets 

The guidance related to employers’ disclosures about postretirement benefit plan assets was issued in 
December 2008, and is effective as of December 31, 2009. This guidance requires additional disclosures related 
to pension and other postretirement benefit plan assets. Additional disclosures include the investment allocation 
decision-making process, the fair value of each major category of plan assets as well as the inputs and valuation 
techniques used to measure fair value and significant concentrations of risk within the plan assets. The adoption had 
no impact on the Company’s results of operations, financial position or liquidity; however, additional disclosures 
were required with the adoption. See Note 5 ,  Pension and Other Postretirement Benefit Plans, for additional 
disclosures. 

Disclosures about Derivative Instruments and Hedging Activities 

The guidance related to disclosures about derivative instruments and hedging activities was issued in March 
2008, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
November 15, 2008. The objective of this guidance is to enhance the current disclosure framework. The adoption 
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had no impact on KU’s results of operations, financial position or liquidity; however, additional disclosures relating 
to derivatives were required with the adoption effective January 1, 2009. See Note 3, Financial Instruments, for 
additional disclosures. 

Noncontrolling Interests in Consolidated Financial Statements 

The guidance related to noncontrolling interests in consolidated financial statements was issued in December 
2007, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
December IS, 2008. The objective of this guidance is to improve the relevance, comparability and transparency of 
financial information in a reporting entity’s consolidated financial statements. The Company adopted this guidance 
effective January 1, 2009, and it had no impact on its results of operations, financial position or liquidity. 

Fair Value Measurements 

In January 2010, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfeis in and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the first reporting period beginning after issuance except for disclosures about the roll-forward of 
activity in level 3 fair value measurements. This guidance will have no impact on the Company’s results of 
operations, financial position or liquidity; however, additional disclosures will be provided as required. 

In August 2009, the FASB issued guidance related to fair value measurement disclosures, which is effective for 
the first reporting period beginning after issuance. The guidance provides amendments to clarify and reduce 
ambiguity in valuation techniques, adjustments and measurement criteria for liab es measured at fair value. The 
adoption had no impact on the Company’s results of operations, financial position or liquidity, and no additional 
disclosures were required. 

The guidance related to fair value measurements was issued in September 2006 and, except as described 
below, was effective for fiscal years beginning after November IS, 2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. This guidance does not expand the application of fair value accounting 
to new circumstances. 

In February 2008, guidance on fair value measurements and disclosures delayed the effective date for all 
nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value in the financial 
statements on a recurring basis (at least annually), to fiscal years beginning after November 15, 2008, and interim 
periods within those fiscal years. All other amendments have been evaluated and have no impact on the Company’s 
financial statements. 

The Company adopted this guidance effective January 1,2008, except as it applies to those nonfinancial assets 
and liabilities, and i t  had no impact on the results of operations, financial position or liquidity, however, additional 
disclosures relating to its financial derivatives and cash collateral on derivatives, as required, are now provided. Fair 
value accounting for all nonrecurring fair value measurements of nonfinancial assets and liab 
effective January 1, 2009, and it had no impact on the results of operations, financial position or liquidity. At 
December 3 1,2009, no additional disclosures were required as KU did not have any nonfinancial assets or liabilities 
measured at fair value subsequent to initial measurement. 

The guidance related to determining fair value was issued in April 2009, and is effective for interim and annual 
periods ending after June IS, 2009. This update provides additional guidance on determining fair values when there 
is no active market or where the price inputs being used represent distressed sales. The adoption had no impact on 
the Company’s results of operations, financial position or liquidity. 

Note 2 - Rates and Regulatory Matters 

The Company is subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the 
Tennessee Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as 
such, its accounting is subject to the regulated operations guidance of the FASB ASC. Given its position in the 
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marketplace and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application of the regulated operations guidance of the FASB ASC. 

2010 Kentuckv Rate Case 

In January 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1,2010. The requested rates have been suspended until August 1,2010, at which time they may be put 
into effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. The parties are 
currently exchanging data requests in the proceedings and a hearing date has been scheduled for June 2010. An 
order in the proceeding may occur during the third or fourth quarters of 2010. 

2008 Kentucky Rate Case 

In July 2008, KU filed an application with the Kentucky Commission requesting an increase in base electric 
rates. In January 2009, KTJ, the AG, the KIUC and all other parties to the rate case filed a settlement agreement with 
the Kentucky Commission, under which KTJ's base electric rates decreased by $9 million annually. An Order 
approving the settlement agreement was received in February 2009. The new rates were implemented effective 
February 6, 2009, at which time the merger surcredit terminated. 

In conjunction with the filing of the application for changes in base rates the VDT surcredit terminated. The 
VDT surcredit resulted from a 2001 initiative to share savings of $10 million from the VDT initiative with 
customers over five years. In February 2006, KU and all parties to the proceeding reached a unanimous settlement 
agreement on the future ratemaking treatment of the VDT surcredit which was approved by the Kentucky 
Commission in March 2006 at an annual rate of $4 million. Under the terms of the settlement agreement, the VDT 
surcredit continued at its then current level until such time as KU filed for a change in base rates. In accordance with 
the Order, the VDT surcredit terminated in August 2008, the first billing month aftei the July 2008 filing for a 
change in base rates. 

In December 2007, KU submitted its plan to allow the merge1 surcredit to terminate as scheduled on June 30, 
2008. The merger surcredit originated as part of the LG&E Energy merger with KTJ Energy Corporation in 1998. In 
June 2008, the Kentucky Commission issued an Order approving a unanimous settlement agreement reached with 
all parties to the case which provided for a reduction in the merger surcredit to approximately $6 million for a 
7-month period beginning July 2008, termination of the merger surcredit when new base rates went into effect on or 
after January 31,2009, and that the merger surcredit be continued at an annual rate of $12 million thereafter should 
the Company not file for a change in base rates. In accordance with the Order, the merger surcredit was terminated 
effective February 6, 2009, with the implementation of new base rates. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional customers in an amount of $12 million annually or approximately 21%. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based upon a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $1 1 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission order, KU elected to implement the proposed rates effective November 1,2009, on an interim 
basis. In March 201 0, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1, 2010. As part of the stipulation, KU will refund certain amounts collected since 
November 2009, consisting of interim increased rates in excess of the ultimate approved rates. These refunds 
aggregate approximately $1 million and are anticipated to occur during the second quarter of 2010. See also Note 12 
to Notes to Financial Statements. 
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FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in base electric rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. The 
application requested a shift from curlent, all-in stated unit charge rates to an unbundled foimula rate. In May 2009, as a 
result of settlement negotiations, KU submitted an unopposed motion informing the FERC of the filing of a settlement 
agreement and agreed-upon seven-year service agreements with the municipal customers. The unopposed motion 
requested interim rate structures containing teims corresponding to the overall settlement principles, to be effective from 
May 1, 2009, until FERC approval of the settlement agreement. The settlement and service agreements provide for 
unbundled formula rates which are subject to annual adjustment and approval processes. In May 2009, the FERC issued 
an Order approving the interim settlement with respect to rates effective May 1, 2009 representing increases of 
approximately 3% from prior charges and a return on equity of 1 1 %. Additionally, during May 2009, KU filed the first 
annual adjustment to the formula rates to incorporate 2008 data, which adjusted formula rates became effective on July 1, 
2009 and were approved by the FERC during September 2009. 

Sepaately, the parties were not able to reach agreement on the issue of whether KU must allocate to the 
municipal customers a portion of renewable resources it may be required to procure on behalf of its retail ratepayers. 
In August 2009, the FERC accepted the issue for briefing and the parties completed briefing submissions during 
2009. An order by the FERC on this matter may occur during 2010. KU is not currently able to predict the outcome 
of this proceeding, including whether its wholesale customers may or may not be entitled to certain rights or 
benefits relating to renewable energy, and the financial or operational effects, if any, of such outcomes. 

Regulatorv Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31: 
2009 2008 

(In millions) 
- -  

Current regulatory assets: 
ECR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
FAC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net MISO exit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current regulatory assets. . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . .  
Non-current regulatory assets: 
Storm restoration . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ARO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unamortized loss on bonds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net MISOexit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other. . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Pension benefits. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Subtotal non-current regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total non-current regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current regulatory liabilities: 
DSM . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes - net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Postretirement benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other. . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total non-current regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 28 
1 
2 
1 

~ 

$32 - 

$ 59 
30 
12 
9 
7 

117 
105 

$222 

- 

- 
- - 

$33 1 
9 
9 

11 
$360 
- 
- - 

$ 20 
8 

4 - 
$32 - 

$ 2  
28 
13 
19 
2 

64 
137 

$20 1 

- 

- 
- 

$329 
16 
10 
15 

$370 
-- 
- - 
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KU does not currently earn a rate of return on the ECR and FAC regulatory assets and the Virginia levelized 
fuel factor included in other regulatory assets, which are separate recovery mechanisms with recovery within twelve 
months. No return is earned on the pension regulatory asset that represents the changes in funded status of the plans. 
KIJ will recover this asset through pension expense included in the calculation of base rates with the Kentucky 
Commission and will seek recovery of this asset in future proceedings with the Virginia Commission. No return is 
currently earned on the ARO asset. When an asset with an ARO is retired, the related ARO regulatory asset will be 
offset against the associated ARO regulatory liability, ARO asset and ARO liability. A return is earned on the 
unamortized loss on bonds, and these costs are recovered through amortization over the life of the debt. The 
Company is seeking recovery of the Storm restoration regulatory asset and CMRG and KCCS contributions and 
FERC jurisdictional pension expense, included in other regulatory assets, in its current base rate cases. The 
Company recovers through the calculation of base rates, the amortization of the net MISO exit regulatory asset in 
Kentucky incurred through April 30,2008. The Company recently received approval to recover the Virginia portion 
of this asset, as incurred through December 31, 2008, over a five year period and, due to the formula nature of its 
FERC rate structure, the FERC jurisdictional portion ofthe regulatory asset will be included in the annual updates to 
the rate formula. The Company recovers through the calculation of base rates, the amortization of the remaining 
regulatory assets, including other regulatory assets comprised of deferred storm costs, the East Kentucky Power 
Cooperative FERC transmission settlement agreement and Kentucky rate case expenses. Other regulatory liabilities 
include DSM, FERC ,jurisdictional supplies inventory and MISO administrative charges collected via base rates 
from May 2008 through February 5,2009. The MISO regulatory liability will be netted against the remaining costs 
of withdrawing from the MISO, per a Kentucky Commission Order, in the current Kentucky base rate case. 

ARO. A summary of KU’s net ARO assets, regulatory assets, ARO liabilities, regulatory liabilities and cost 
of removal established under the asset retirement and environmental obligations guidance of the FASB ASC, 
follows: 

(in millions of $) -- 
As of December 31, 2006. . . . . .  $ 5 $(28) $22 $ (2) $ 2  $ 1  

ARO Net ARO Regulatory Regulatory Accumulated Cost of Removal 
Assets Liabilities Assets Liabilities Cost of Removal Depreciation 

_. ___ __ . . . . . . . . . . . . . .  - - (2) ___ 2 ___ - - ARO accretion 

As of December 31, 2007. . ~ . $ 5 $(30) $24 $ (2) $ 2  $ 1  
. . . . . . . . . . . . . .  2 (2) ARO accretion - 

Removal cost reclass 

As of December 31, 2008 . . . . . .  5 (32) 28 (4) 2 1 
. . . . . . . . . . . . . .  2 (2) ARO accretion - 

ARO depreciation. . . . . . . . . . . .  (1) __ ___ - - - 
Cost of removal depreciation I . ~ 

. . . .  $ (4) $ 2  $ 2  

___ __ __ 

___ ___ . . . . . . . . .  - - - - ~ 

2 - (2) _I - 

__ - - 

1 - __ __ ___ __ - - - - - - 
- - - - As of December 31, 2009. .  $ 4 $(34) - $30 _. - - - - 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 million in 
2009,2008 and 2007 for the ARO accretion and depreciation expense. KU AROs are primarily related to the final 
retirement of assets associated with generating units. For assets associated with AROs, the removal cost accrued 
through depreciation under regulatory accounting is established as a regulatory liability pursuant to regulatory 
treatment prescribed under the regulated operations guidance of the FASB ASC. For the years ended December 3 1, 
2008 and 2007, KU recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed under 
the regulated operations guidance of the FASB ASC. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which 
do not generally require restoration upon removal of the property. Therefore, under the asset retirement and 
environmental obligations guidance of the FASB A X ,  no material asset retirement obligations are recorded for 
transmission and distribution assets. 
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MISO. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, related to 
proceedings that had been underway since July 2003, KU withdrew from the MISO effective September 1, 2006. 
Since the exit from the MISO, KU has been operating under a FERC-approved open access-transmission tariff. KU 
now contracts with the Tennessee Valley Authority to act as its transmission Reliability Coordinator and Southwest 
Power Pool, Inc. to function as its Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, the Company paid $20 million to the MISO and made related 
FERC compliance filings. The Company’s payment of this exit fee was with reservation of its rights to contest the 
amount, or components thereof, following a continuing review of its calculation and supporting documentation. KU 
and the MISO resolved their dispute regarding the calculation of the exit fee and, in November 2007, filed an 
application with the FERC for approval of a recalculation agreement. In March 2008, the FERC approved the 
parties’ recalculation of the exit fee, and the approved agreement provided KTJ with an immediate recovery of 
$1 million and an estimated $3 million over the next seven years for credits realized from other payments the MISO 
will receive, plus interest. 

In accordance with Kentucky Commission Orders approving the MISO exit, KIJ has established a regulatory 
asset for the MISO exit fee, net of former MISO administrative charges collected via Kentucky base rates through 
the base rate case test year ended April 30,2008. The net MISO exit fee is subject to adjustment for possible future 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative charges, 
which were collected via base rates until February 6, 2009. The approved 2008 base rate case settlement provided 
for MISO administrative charges collected through base rates from May I ,  2008 to February 6,2009, and any future 
adjustments to the MISO exit fee, to be established as a regulatory liability until the amounts can be amortized in 
future base rate cases. This regulatory liability balance as of October 31, 2009 has been included in the base rate 
case application filed on January 29, 2010. MISO exit fee credit amounts subsequent to October 31, 2009, will 
continue to accumulate as a regulatory liability until they can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG calculation 
and resettlement procedures. RSG charges are amounts assessed to various participants active in the MISO trading 
market which generally seek to compensate for uneconomic generation dispatch due to regional transmission or 
power market operational considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and principles, each of which 
the FERC applied differently to calculate RSG charges for various historical and future periods. Based upon the 
2008 FERC Orders, the Company established a reserve during the fourth quarter of 2008 of less than $1 million 
relating to potential RSG resettlement costs for the period ended December 31,2008. However, in May 2009, after a 
portion of the resettlement payments had been made, the FERC issued an Order on the requests for rehearing on one 
November 2008 Order which changed the effective date and reduced almost all of the previously accrued RSG 
resettlement costs. Therefore, these costs were reversed and a receivable was established for amounts already paid 
of less than $1 million, which the MISO began refunding back to the Company in June 2009, and which were fully 
collected by September 2009. In June 2009, the FERC issued an Order in the rate mismatch RSG proceeding, stating 
it will not require resettlements of the rate mismatch calculation from April 1,  2005 to November 4, 2007. An 
accrual had previously been recorded in 2008 for the rate mismatch issue for the time period April 25, 2006 to 
August 9,2007, but no accrual had been recorded for the time period November 5,2007 to November 9,2008 based 
on the prior Order. Accordingly, the accrual for the former time period was reversed and an accrual for the latter 
time period was recorded in June 2009, with a net effect of $1 million of expense, substantially all of which was paid 
by September 2009. 

In August 2009, the FERC determined that the MISO had failed to demonstrate that its proposed exemptions to 
real-time RSG charges were just and reasonable. In November 2009, the MISO made a compliance filing 
incorporating the rulings of the FERC orders and a related task-force, with a piimary open issue being whether 
certain of the tariff changes are applied prospectively only or retroactively to approximately January 6, 2009. The 
conclusion of the RSG matter, including the retroactivity decision, may result in refunds to the Company, but the 
Company cannot predict the ultimate outcome of this matter, nor the financial impact, at this time. 
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In November 2009, KIJ and LG&E filed an application with the FERC to approve certain independent 
transmission operator arrangements to be effective upon the expiration of their current contract with Southwest 
Power Pool, Inc. in September 2010. The application seeks authority for KU and LG&E to function after such date 
as the administrators of theii own open access transmission tariffs for most purposes. The Tennessee Valley 
Authority, which currently acts as Reliability Coordinator, would also assume certain additional duties. A number 
of parties have intervened and filed comments in the matte1 and initial stages of data response proceedings have 
occurred. The application is subject to continuing FERC proceedings, including further submissions or filings by 
intervenors or FERC staff, prior to a ruling by the FERC. During January 2010, the Kentucky Commission issued an 
Order generally authorizing relevant state regulatory aspects of the proposed arrangements. 

Uiiarnortized Loss 011 Boiids. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, which 
approximates the effective interest method, over the life of either the replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

FAC. KIJ’s retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to ad,just customers’ accounts for the 
difference between the fuel cost component of base rates and the actual fuel cost, including transportation costs. 
Refunds to customers occur if the actual costs are below the embedded cost component. Additional charges to 
customers occur if the actual costs exceed the embedded cost component. The amount of the regulatory asset or 
liability is the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel adjustment 
charge or credit to the base charges. In November 2009, January 2009, June 2008 and January 2008, the Kentucky 
Commission issued Orders approving the charges and credits billed through the FAC for the six-month periods 
ending April 2009, April 2008, October 2007 and April 2007, respectively. In January 2009 and December 2006, the 
Kentucky Commission initiated routine examinations of the FAC for the two-year periods November 1, 2006 
through October 31, 2008 and November 1, 2004 through October 31, 2006. The Kentucky Commission issued 
Orders in June 2009 and November 2007, approving the charges and credits billed through the FAC during the 
review periods. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based primarily 
on projected fuel costs. The Virginia levelized fuel factor allows fuel recovery based on projected fuel costs for the 
coming year plus an adjustment for any over- or under-recovery of fuel expenses from the prior year. At 
December 31, 2009 and 2008, KU had a regulatory liability of less than $1 million and a regulatory asset of 
$2 million, respectively. 

In February 2009, KIJ filed an application with the Virginia Commission seeking approval of a 29% increase in 
its fuel cost factor beginning with service rendered in April 2009. In February 2009, the Virginia Commission issued 
an Order allowing the requested change to become effective on an interim basis. The Virginia Staff testimony filed 
in April 2009, recommended a slight decrease in the factor filed by KIJ. The Company indicated the Virginia Staff 
proposal was acceptable. A hearing was held in May 2009, with general resolution of remaining issues. In May 
2009, the Virginia Commission issued an Order approving the revised fuel factor, representing an increase of 24%, 
effective May 2009. 

In February 2008, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor applicable duiing the billing period, April 2008 through March 2009. The Virginia Commission 
allowed the new rates to be in effect for the April 2008 customer billings. In April 2008, the Virginia Commission 
Staff recommended a change to the fuel factor KU filed in its application, to which KIJ has agreed. Following a 
public hearing and an Order in May 2008, the recommended change became effective in June 2008, resulting in a 
decrease of 0.482 cents/kwh from the factor in effect for the April 2007 through March 2008 period. 

ECR. Kentucky law permits KIJ to recover the costs of complying with the Federal Clean Air Act, including 
a retum of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount of 
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the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to 
the mechanism. 

The Kentucky Commission requires reviews of the past operations of the environmental surcharge for six- 
month and two-year billing periods to evaluate the related charges, credits and rates of return, as well as to provide 
for the roll-in of ECR amounts to base rates each two-year period. In December 2009, an Order was issued 
approving the charges and credits billed through the ECR during the two-year period ending April 2009, an increase 
in the jurisdictional revenue requirement, a base rate roll-in and a revised rate of return on capital. In July 2009, an 
Order was issued approving the charges and credits billed through the ECR during the six-month period ending 
October2008, as well as approving billing adjustments for under-recovered costs and the rate of return on capital. In 
August 2008, an Order was issued approving the charges and credits billed through the ECR during the six-month 
periods ending April 2008 and October 2007, and the rate of return on capital. In March 2008, an Order was issued 
approving the charges and credits billed through the ECR during the six-month and two-year periods ending 
October 2006 and April 2007, respectively, as well as approving billing adjustments, roll-in adjustments to base 
rates, revisions to the monthly surcharge filing and the rates of return on capital. 

In January 2010, the Kentucky Commission initiated a six-month review of KU’s environmental surcharge for 
the billing period ending October 2009. The proceeding will progress throughout the first half of 2010. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in  environmental upgrades and operations and maintenance costs at the Company’s 
generating facilities. During 2009, KTJ reached a unanimous settlement with all parties to the case and the Kentucky 
Commission issued an Order approving KU’s application. Recovery on customer bills through the monthly ECR 
surcharge for these projects began with the February 201 0 billing cycle. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which provides 
for an authorized return on equity applicable to the ECR mechanism of 10.63% effective with the February 2009 
expense month filing, which represents a slight increase over the previously authorized 10.50%. 

In October 2007, KU met with the Kentucky Commission and other interested parties to discuss the status of 
the Gheiit TJnit 2 SCR construction. KTJ informed the Kentucky Commission that construction of the Ghent TJnit 2 
SCR was not going to commence before the CCN expired in December 2007, due to a change in the economics for 
the project. The CCN expired in December 2007, and KTJ has delayed construction of the Ghent Unit 2 SCR. 

Storiiz Resforutior7. In January 2009, a significant ice storm passed through KTJ’s service territory causing 
approximately 199,000 customer outages, followed closely by a sevei-e wind storm in February 2009, causing 
approximately 44,000 customer outages. The Company filed an application with the Kentucky Commission in April 
2009, requesting approval to establish a regulatory asset, and defer for future recovery, approximately $62 million in 
incremental operation and maintenance expenses related to the storm restoration. In September 2009, the Kentucky 
Commission issued an Order allowing the Company to establish a regulatory asset of up to $62 million based on its 
actual costs for storm damages and service restoration due to the January and February 2009 storms. In September 
2009, the Company established a regulatory asset of $57 million for actual costs incurred, and the Company is 
seeking recovery of this asset in its current base rate case. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset, and defer for future recovery, approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of $2 million for actual costs incurred, and the Company is seeking recovery of this asset in its current base rate 
case. 

FERC Jirrisdictior7al Per7sior7 Costs. Other regulatory assets include pension costs of $3 million incurred by 
the Company and allocated to its FERC jurisdictional ratepayers. The Company will seek recovery of this asset in 
the next FERC rate proceeding. 
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Rate Case ExperiseJ. KU incurred $1 million in expenses related to the development and support of the 2008 
Kentucky base rate case. The Kentucky Commission approved the establishment of a regulatory asset for these 
expenses and authorized amortization over three years beginning in March 2009. 

CMRG arid KCCS Contribirtioiis. In July 2008, KIJ and LG&E, along with Duke Energy Kentucky, Inc. and 
Kentucky Power Company, filed an application with the Kentucky Commission requesting approval to establish 
regulatory assets related to contributions to the CMRG for the development of technologies for reducing carbon 
dioxide emissions and the KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is provided in the next 
base rate case of each company, at which time the regulatory assets will be amortized over the life of each project: 
four years with respect to the KCCS and ten years with respect to the CMRG. KIJ and LG&E jointly agreed to 
provide less than $2 million over two years to the KCCS and up to $2 million over ten years to the CMRG. In 
October 2008, an Ordei approving the establishment of the requested regulatory assets was received and KIJ is 
seeking rate recovery in the Company’s 2010 Kentucky base rate case. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KU reclassified 
from maintenance expense to a regulatory asset, $4 million related to costs not reimbursed from the 2003 ice storm. 
These costs were amortized through June 2009. KIJ earned a return of these amortized costs, which were included in 
jurisdictional operating expenses. 

Perisioii aiid Postretireineiit Beriefils. KU accounts for pension and postretirement benefits in accordance 
with the compensation - retirement benefits guidance of the FASB ASC. This guidance requires employers to 
recognize the over-funded or under-funded status of a defined benefit pension and postretirement plan as an asset or 
liability in the balance sheet and to recognize through other comprehensive income the changes in the funded status 
in the year in which the changes occur. IJnder the regulated operations guidance of the FASB ASC, KU can defer 
recoverable costs that would otherwise be charged to expense or equity by non-regulated entities. Current rate 
recovery in Kentucky and Virginia is based on the compensation - retirement benefits guidance of the FASB ASC. 
Regulators have been clear and consistent with their historical treatment of such rate recovery, therefore, the 
Company has recorded a regulatory asset representing the change in funded status of the pension plan that is 
expected to be recovered and a regulatory liability representing the change in funded status of the postretirement 
plan that is expected to be refunded. The regulatory asset and liability will be adjusted annually as prior service cost 
and actuarial gains and losses are recognized in net periodic benefit cost. 

Accirrniilaterl Cost 0 fR~i77ol~d  of 1Jtility Plant. As of December 3 1 ,  2009 and 2008, KU has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $33 1 million and $329 million, respectively, 
in accordance with FERC Order No. 63 1. This cost of removal component is for assets that do not have a legal ARO 
under the asset retirement and environmental obligations guidance of the FASB ASC. For reporting purposes in the 
balance sheets, KIJ has presented this cost of removal as a regulatory liability pursuant to the regulated operations 
guidance of the FASB ASC. 

Deferred Iiicoi77e Taxes - Net. These regulatory assets and liabilities represent the future revenue impact 
from the reversal of deferred income taxes iequired for unamortized investment tax credits, the allowance for funds 
used during construction and deferred taxes provided at rates in excess of currently enacted rates. 

DSM. KIJ’s rates contain a DSM provision which includes a rate mechanism that provides for concurrent 
recovery of DSM costs and provides an incentive for implementing DSM programs. The provision allows KU to 
recover revenues from lost sales associated with the DSM programs based on program plan engineering estimates 
and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order 
approving enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. KlJ and LG&E filed revised 
tariffs in April 2008, under authority of this Order, which were effective in May 2008. 
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Other Regulatory Matters 

Ketztucb Comtizissiotz Report on Storins. In November 2009, the Kentucky Commission issued a report 
following review and analysis of the effects and utility response to the September 2008 wind storm and the January 
2009 ice storm, and possible utility industry preventative measures relating thereto. The report suggested a number 
of proposed or recommended pi-eventative or responsive measures, including consideration of selective hardening 
of facilities, altered vegetation management programs, enhanced customer outage communications and similar 
measures. In March 2010, the Companies filed a joint response reporting on their actions with respect to such 
recommendations. The response indicated implementation or completion of substantially all of the recommen- 
dations, including, among other matters, on-going reviews of system hardening and vegetation management 
procedures, certain test or pilot programs in such areas, and fielding of enhanced operational and customer outage- 
related systems. 

Wir7d Power- Agreernerits. In August 2009, KlJ and LG&E filed a notice of intent with the Kentucky 
Commission indicating their intent to file an application for approval of wind power purchase contracts and cost 
recovery mechanisms. The contracts were executed in August 2009, and are contingent upon KU and LG&E 
receiving acceptable regulatory approvals. Pursuant to the proposed 20-year contracts, KTJ and LG&E would jointly 
purchase respective assigned portions of the output of two Illinois wind farms totaling an aggregate 109.5 Mw. In 
September 2009, the Companies filed an application and supporting testimony with the Kentucky Commission. In 
October 2009, the Kentucky Commission issued an Order denying the Companies’ request to establish a surcharge 
for recovery of the costs of purchasing wind power. The Kentucky Commission stated that such recovery constitutes 
a general rate adjustment and is subject to the regulations of a base rate case. The Kentucky Commission Order 
currently provides for the request for approval of the wind power agreements to proceed independently from the 
request to recover the costs thereof via surcharges. In November 2009, KU and LG&E filed for rehearing of the 
Kentucky Commission’s Order and requested that the matters of approval of the contract and recovery of the costs 
thereof remain the subject of the same proceeding. During December 2009, the Kentucky Commission issued data 
requests on this matter. In March 2010, the Companies filed a motion requesting a ruling on this matter during the 
second quarter of 2010. The Companies cannot currently predict the timing or outcome of this proceeding. 

fiirnble Coiriity Asset Purchase arid Depreciation. KU and LG&E are currently constructing a new base- 
load, coal fired unit, TC2, which will be jointly owned by the Companies, together with the M E A  and the IMPA. In 
July 2009, the Companies notified the Kentucky Commission of the proposed sale from LG&E to K‘IJ of certain 
ownership interests in certain existing Trimble County generating station assets which are anticipated to provide 
joint or common use in support of the jointly-owned TC2 generating unit under construction at the station. The 
undivided ownership interests being sold are intended to provide KU an ownership interest in these common assets 
that is proportional to its interest in TC2 and the assets’ role in supporting both TCI and TC2. In December 2009, 
KU and LG&E completed the sale transaction at a price of $48 million, representing the current net book value of 
the assets, multiplied by the proportional interest being sold. 

In August 2009, in a separate proceeding, KU and LG&E jointly filed an application with the Kentucky 
Commission to approve new depreciation rates for applicable TC2-related generating, pollution control and other 
plant equipment and assets. The filing requests common depreciation rates for the applicable jointly-owned TC2- 
related assets, rather than applying differing depreciation rates in place with respect to KU’s and LG&E’s 
separately-owned base-load generating assets. During December 2009, the Kentucky Commission extended the 
data discovery process through January 2010 and authorized KU and LG&E on an interim basis to begin using the 
depreciation rates for TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final 
Order approving the use of the proposed depreciation rates on a permanent basis. 

TC2 CCN Application arid Trarisrnissiorz Matters. An application for a CCN for construction of TC2 was 
approved by the Kentucky Commission in November 2005. CCNs for two transmission lines associated with TC2 
were issued by the Kentucky Commission in September 2005 and May 2006. All regulatory approvals and rights of 
way for one transmission line have been obtained. 

The CCN for the remaining line has been challenged by certain property owners in Hardin County, Kentucky. 
In August 2006, KU and L.G&E obtained a successful dismissal of the challenge at the Franklin County Circuit 
Court, which ruling was reversed by the Kentucky Court of Appeals in December 2007, and the proceeding 
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reinstated. A motion for discretionary review of that reversal was filed by KU and LG&E with the Kentucky 
Supreme Court and was granted in April 2009. That proceeding, which seeks reinstatement of the Circuit Court 
dismissal of the CCN challenge, has been fully briefed and oral argument occurred during March 2010. A ruling on 
the matter could occur by mid 2010. 

Completion of the transmission lines are also subject to standard construction permit, environmental autho- 
rization and real property or easement acquisition procedures and certain Hardin County landowners have raised 
challenges to the transmission line in some of these forums as well. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, several landowners appealed such rulings to the Kentucky Court of Appeals 
and received a temporary stay preventing K‘IJ from accessing their properties. In April 2009, that appellate court 
denied KU’s motion to lift the stay and issued an Order retaining the stay until a decision on the merits of the appeal. 
Efforts to seek reconsideration of that ruling, or to obtain intermediate review of the ruling by the Kentucky 
Supreme Court, were unsuccessful, and the stay remains in effect. The underlying appeal on KIJ’s right to condemn 
remains pending before the Court of Appeals and oral argument on the matter is scheduled to occur during late 
March 2010. 

Settlement discussions with the Hardin County property owners involved in the appeals of the condemnation 
proceedings have been unsuccessful to date. During the fourth quartei of 2008, KU and LG&E entered into 
settlements with certain Meade County landowners and obtained dismissals of prior litigation they had brought 
challenging the same tiansmission line. 

As a result of the aforementioned unresolved litigation delays encountered in obtaining access to certain 
properties in Hardin County, KU has obtained easements to allow construction of temporary transmission fac 
bypassing those properties while the litigated issues are resolved. In September 2009, the Kentucky Commission 
issued an Order stating that a CCN was necessary for two segments of the proposed temporary facilities. In 
December 2009, the Kentucky Commission granted the CCNs for the relevant segments and the property owners 
have filed various motions to intervene, stay and appeal certain elements of the Kentucky Commission’s recent 
orders. In January 2010, in respect of two of such proceedings, the Franklin County circuit court issued Orders 
denying the property owneis’ request for a stay of construction and upholding the prior Kentucky Commission 
denial of their intervenor status. In parallel with, and consistent with the relevant proceedings and their status, the 
Company is conductin iate real estate acquisition and construction activities with respect to these 
temporary transmission 

In a separate proceeding, certain Hardin County landowners have also challenged the same transmission line in 
federal district court in Louisville, Kentucky. In that action, the landowners claim that the U.S. A m y  failed to 
comply with certain National Historic Preservation Act requirements relating to easements for the line through 
Fort Knox. KU and LG&E are cooperating with the U.S. Army in its defense in this case and in October 2009, the 
federal court granted the defendants’ motion for summary judgment and dismissed the plaintiffs’ claims. During 
November 2009, the petitioners filed submissions for review of the decision with the 6th Circuit Court of Appeals. 

KU and LG&E are not currently able to predict the ultimate outcome and possible effects, if any, on the 
construction schedule relating to the transmission line approval, land acquisition and permitting proceedings. 

Utility Cornpetition in Vil-girzin. The Commonwealth of Virginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave customeis the ability to choose their electric supplier and capped electric 
rates through December 2010. KU subsequently received a legislative exemption from the customer choice 
iequirements of this law. In April 2007, however, the Virginia General Assembly amended the Virginia Electric 
[Jtility Restructuring Act, thereby terminating this competitive market and commencing re-regulation of utility 
rates. The new act ended the cap on rates at the end of 2008. Pursuant to this legislation, the Virginia Commission 
adopted regulations revising the rules governing utility rate increase applications. As of January 2009, a hybrid 
model of regulation is being applied in Virginia. ‘IJnder this model, utility rates are reviewed every two years. KU’s 
exemption from the requirements of the Virginia Electric Utility Restructuring Act in 1999, however, discharges the 
Company from the requirements of the new hybrid model of regulation. In lieu of submitting an annual information 
filing, the Company has the option of requesting a change in base rates to recover prudently incurred costs by filing a 
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traditional base rate case. KIJ is also subject to other utility regulations in Virginia, including, but not limited to, the 
recovery of prudently incurred fuel costs through an annual fuel factor charge and the submission of integrated 
resource plans. 

Market-Based Rate Airtlioi-ity. In July 2006, the FERC issued an Order in KU’s market-based rate proceeding 
accepting the Company’s further proposal to address certain market power issues the FERC had claimed would 
arise upon an exit from the MISO. In particular, the Company received permission to sell power at market-based 
rates at the interface of control areas in which it may be deemed to have market power, subject to a restriction that 
such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KU/LG&E and Big Rivers Electric Corporation control areas. In June 2007, the 
FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including restrictions 
similar to those previously in place for the Company’s power sales at control area interfaces. In December 2008, the 
FERC issued Order No. 697-B potentially placing additional restrictions on certain power sales involving areas 
where market power is deemed to exist. As a condition of receiving and retaining market-based rate authority, KIJ 
must comply with applicable affiliate restrictions set forth in the FERC regulation. During September 2008, the 
Company submitted a regular tri-annual update filing under market-based rate regulations. 

In June 2009, the FERC issued Order No. 697-C which generally clarified certain interpretations relating to 
power sales and purchases at control area interfaces or into control areas involving market power. In July 2009, the 
FERC issued an order approving the Company’s September 2008 application for market-based rate authority. 
During July 2009, affiliates of KU completed a transaction terminating certain prior generation and power 
marketing activities in the Big Rivers Electric Corporation control area, which termination should ultimately allow 
a filing to request a determination that the Company no longer is deemed to have market power in such control area. 

KU conducts certain of its wholesale power sales activities in accordance with existing market-based rate 
authority principles and interpretations. Future FERC proceedings relating to Orders 697 or market-based rate 
authority could alter the amount of sales made at market-based versus cost-based rates. The Company’s sales under 
market-based rate authority totaled less than $1 million for the year ended December 31, 2009. 

Mandatory Reliability Starzdnrds. As a result of the EPAct 2005, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various Regional Reliability Organi- 
zations (“RROs”) by the NERC, which was authorized by the FERC to enforce compliance with such standards, 
including promulgating new standards. Failure to comply with mandatory reliability standards can sub,ject a 
registered entity to sanctions, including potential fines of up to $1 million per day, as well as non-monetary 
penalties, depending upon the circumstances of the violation. KU is a member of the SERC Reliability Corporation 
(“SERC”), which acts as KIJ’s RRO. During May 2008, the SERC and KU agreed to a settlement involving 
penalties totaling less than $ I  million related to KIJ’s February 2008 self-report concerning possible violations of 
certain existing mitigation plans relating to reliability standards. During December 2009, the SERC and KIJ agreed 
to a settlement involving penalties totaling less than $1 million concerning a June 2008 self-report by KU relating to 
three other standards and an October 2008 self-report relating to an additional standard. During December 2009, 
KU submitted a self-report relating to an additional standard. SERC proceedings for the December 2009 self-report 
are in the early stages and therefore the outcome is unable to be determined. Mandatory reliability standard 
settlements commonly include other non-penalty elements, including compliance steps and mitigation plans. 
Settlements with the SERC proceed to NERC and FERC review before becoming final. While KIJ believes itself to 
be in compliance with the mandatory reliability standards, the Company cannot predict the outcome of other 
analyses, including on-going SERC or other reviews described above. 

Zritegrated Resozir-ce Plarinirzg. Integrated resource planning (“IRP”) regulations in Kentucky require major 
utilities to make triennial IRP filings with the Kentucky Commission. In April 2008, KIJ and LG&E filed their 2008 
joint IRP with the Kentucky Commission. The IRP provides historical and projected demand, resource and financial 
data, and other operating performance and system information. The Kentucky Commission issued a staff report and 
Order closing this proceeding in December 2009. Pursuant to the Virginia Commission’s December 2008 Order, 
KIJ filed its IRP in July 2009. The filing consisted of the 2008 Joint IRP filed by KIJ and LG&E with the Kentucky 
Commission along with additional data. The Virginia Commission has not established a procedural schedule for this 
proceeding. 
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PlJHCA 200.5. E.ON, KU's ultimate parent, is a registered holding company under PUHCA 200.5. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation by 
the FERC with respect to numerous matters, including: electric utility fac es and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of non- 
power goods and services. KIJ believes that it has adequate authority, including financing authority, under existing 
FERC orders and regulations to conduct its business and will seek additional authorization when necessary. 

EPAct 2005. The EPAct 2005 was enacted in August 2005. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public IJtility Holding Company Act of 1935; enacting PUHCA 2005 and expanding FERC 
jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the require- 
ments of the EPAct 200.5, Subtitle E Section 1252, Smart Metering, which concerns time-based metering and 
demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority to 
conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section 12.52 standards within eighteen months after the enactment of EPAct 200.5 and to commence consideration 
of Section 1254 standards within one year after the enactment of EPAct 200.5. Following a public hearing with all 
Kentucky ,jurisdictional electric utilities, in December 2006, the Kentucky Commission issued an Order in this 
proceeding indicating that the EPAct 200.5 Section 12 and Section 1254 standards should not be adopted. 
However, all five Kentucky Commission jurisdictional ut es are required to file real-time pricing pilot programs 
for their large commercial and industrial customers. KU developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. In February 
2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KTJ for 
implementation within approximately eight months, for its large commercial and industrial customers. The tariff 
was filed in October 2008, with an effective date of December 1, 2008. KU files annual reports on the program 
within 90 days of each plan year-end for the 3-year pilot period. 

Green Euergy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for 
Proposed Green Energy Riders. In May 2007, a Kentucky Commission Order was issued authorizing KIJ to 
establish Small and Large Green Energy Riders, allowing customers to contribute funds to be used for the purchase 
of renewable energy credits. During November 2009, KU and LG&E filed an application to both continue and 
modify the existing Green Energy Programs and requested a Kentucky Commission Order by March 2010. 

Home Energy Assistance Progrnriz. In July 2007, KIJ filed an application with the Kentucky Commission for 
the establishment of a Home Energy Assistance program. During September 2007, the Kentucky Commission 
approved the five-year program as filed, effective in October 2007. The program terminates in September 2012, and 
is funded through a $0.10 per month meter charge. Effective February 6, 2009, as a result of the settlement 
agreement in the 2008 base rate case, the program is funded through a $0.15 per month meter charge. 

Collectiori Cycle Revision. As part of its base rate case filed on July 29,2008, L.G&E proposed to change the 
due date for customer bill payments from 15 days to 10 days to align its collection cycle with KU. In addition, KIJ 
proposed to include a late payment charge if payment is not received within 15 days from the bill issuance date to 
align with L.G&E. The settlement agreement approved in the rate case in February 2009, changed the due date for 
customer bill payments to 12 days after bill issuance for both KU and L,G&E, and permitted KU's implementation 
of a late payment charge if payment is not received within 1.5 days from the bill issuance date. 

Depreciation Study. In December 2007, KU filed a depreciation study with the Kentucky Commission as 
required by a previous Order. In August 2008, the Kentucky Commission issued an Order consolidating the 
depreciation study with the base rate case proceeding. The approved settlement agreement in the rate case 
established new depreciation rates effective February 2009. KU also filed the depreciation study with the Virginia 
Commission which approved the implementation of the new ciepreciation rates effective February 2009. Approval 
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by the Virginia Commission does not preclude the rates from being raised as an issue by any party in KU’s current 
base rate case in Virginia. 

Browiifiekd Developriierit Rider Tir i f i  In March 2008, KU received Kentucky Commission approval for a 
Brownfield Development Rider, which offers a discounted ratc to electric customers who meet certain usage and 
location requirements, including taking new service at a brownfield site, as certified by the appropriate Kentucky 
state agency. The rider permits special contracts with such customers which provide for a series of declining partial 
rate discounts over an initial five-year period of a longer service arrangement. The tariff i s  intended to promote local 
economic redevelopment and efficient usage of utility resources by aiding potential reuse of vacant brownfield sites. 

In May 2008, the Kentucky Commission on its own motion 
initiated a proceeding to establish interconnection and net metering guidelines in accordance with amendments to 
existing statutory requirements for net metering of electricity. The jurisdictional electric ut es and intervenors in 
this case presented proposed intercoiinection guidelines to the Kentucky Commission in October 2008. In a January 
2009 Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - Kentucky that 
wcre developed by all parties to the proceeding. KIJ does not expect any financial or other impact as a result of this 
Order. In April 2009, KU filed revised net metering tariffs and application forms pursuant to the Kentucky 
Commission’s Order. The Kentucky Commission issued an Order in April 2009, which suspended for five months 
all net metering tariffs filed by the jurisdictional electric utilities. This suspension was intended to allow sufficient 
time for review of the filed tariffs by the Kentucky Commission Staff and intervening parties In June 2009, the 
Kentucky Commission Staff held an informal conference with the parties to discuss issues related to the net 
metering tariffs filed by KU. Following this conference, the intervenors and KIJ resolved all issues and KU filed 
revised net metering tariffs with the Kentucky Commission. In August 2009, the Kentucky Commission issued an 
Order approving the revised tariffs. 

Iiitercoiziiectior7 mid Net Meteririg Gzridelines. 

EISA 2007 Star7d~rd~.  In November 2008, the Kentucky Commission initiated an administrative proceeding 
to consider new standards as a result of the Energy Independence and Security Act of 2007 (“EISA 2007”), part of 
which amends the Public Utility Regulatory Policies Act of 1978 (“PURPA”). There are four new PXJRPA standaids 
and one non-PURPA standard applicable to electric utilities. The proceeding also considers two new PIJRPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions and nonregulated 
utilities to begin consideration of the rate design and smart grid investments no later than December 19,2008, and to 
complete the consideration by December 19, 2009. The Kentucky Commission established a procedural schedule 
that allowed for data discovery and testimony through July 2009. A public hearing has not been scheduled in this 
matter“ In October 2009, the Kentucky Commission held an informal conference for the purpose of discussing 
issues related to the standard regarding the consideration of Smart Grid investments. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KU’s non-trading financial instruments as of December 31 follow: 

2009 2008 
Carrying Fair Carrying Fair 

Value Value Value Value 
(In millions) 

---- 
Long-term debt (including current portion of 

Long-term debt from affiliate (including current portion of 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 351 $ 351 $ 351 $ ,349 

$3.3 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,331 $1,401 $1,181 $1,117 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt from 
affiliate is determined using an internal valuation model that discounts the future cash flows of each loan at current 
market rates. The current market values are determined based on quotes from investment banks that are actively 
involved in capital markets for utilities and factor in KU’s credit ratings and default risk. The fair values of cash and 
cash equivalents, accounts receivable, cash surrender value of key man life insurance, accounts payable and notes 
payable are substantially the same as their carrying values. 
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KIJ is subject to the risk of fluctuating interest rates in the normal course of business. The Company’s policies 
allow the interest rate risk to be managed through the use of fixed rate debt, floating rate debt and interest rate swaps. 
At December 3 1,2009, a 100 basis point change in the benchmark rate on KU’s variable rate debt would impact pre- 
tax interest expense by $4 million annually. Although the Company’s policies allow for the use of interest rate 
swaps, as of December 31, 2008 and 2009, KIJ had no interest rate swaps outstanding. 

The Company is subject to interest rate and commodity price risk related to on-going business operations. It 
currently manages these risks using derivative financial instruments including swaps and forward contracts. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosures guidance of the FASB 
ASC, as follows: 

* Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 

* Level 2 - Include other inputs that are directly or indirectly observable in the maiketplace. 

0 Level 3 - Unobservable inputs which are supported by little or no market activity. 

Erier-gy Trrrrlirig arid Risk Mrrr2agernerit Activities. 

markets. 

KU conducts energy trading and risk management 
activities to maximize the value of power sales from physical assets it owns. Energy trading activities are 
principally forward financial transactions to manage piice risk and are accounted for as non-hedging derivatives on 
a mark-to-market basis in accordance with the derivatives and hedging guidance of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter- 
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. When sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Using these valuation methodologies, these contracts are considered level 2 based on measurement criteria in the 
fair value measurements and disclosures guidance of the FASB ASC. Quotes are verified quarterly using an 
independent pricing source of actual transactions. Quotes for combined off-peak and weekend timeframes are 
allocated between the two timeframes based on their historically proportionate ratios to the integrated cost. No other 
adjustments are made to the forward prices. No changes to valuation techniques for energy trading and risk 
management activities occurieci during 2009, 2008 or 2007. Changes in market pricing, interest rate and volatility 
assumptions were made during both years. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody’s and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
KU assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitoied on a daily basis. At December 31, 2009, 100% of the trading and iisk management commitments 
were with counterparties rated BBB-Baa3 equivalent or better. The Company has reserved against counterparty 
credit risk based on the counterparty’s credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody’s. At December 31, 2009 and 2008, credit reserves related to the energy 
trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at December 31, 2009 and 2008, was 
315,600 Mwhs and 146,000 Mwhs, respectively. All the volume outstanding at December 31, 2009 will settle in 
2010. 

The following table sets forth by level within the fair value hierarchy, KU’s financial assets and liabilities that were 
accounted for at fair value on a recurring basis as of Decembei 3 1,2008. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 3 1,2009 and 2008. Cash collateral related to the energy 
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trading and risk management contracts is categorized as other accounts receivable and is a level 1 measurement based on 
the funds being held in liquid accounts. Energy trading and risk management contracts are considered level 2 based on 
measurement criteria in the fair value measurements and disclosures guidance of the FASB ASC. Financial assets as of 
December 31, 2009 and financial liabilities as of December 31, 2009 and 2008, arising from energy trading and risk 
management contracts accounted for at fair value total less than $1 million and use level 2 measurements. There are no 
level 3 measuiements for the periods ending December 31, 2009 and 2008. 

Level 1 Level 2 Total - - -  December 31, 2008 

Financial Assets: 
-- 

$1 . . . . . . . . . . . . . . .  $1 Energy trading and risk management contracts. - $- - 
. . . . . . . . . . . . . . . . . . .  $1 . . _ I  $- __ $1 

- 
- - - - - Total Financial Assets 

The Company does not net collateral against derivative instruments. 

Certain of the Company’s derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based upon the 
Company’s credit ratings from each of the major credit rating agencies. At December 31,2009, there are no energy 
trading and risk management contracts with credit risk related contingent features that are in a liability position, and 
no collateral posted in the normal course of business. At December 31, 2009, a one notch downgrade of the 
Company’s credit rating would have no effect on the energy trading and risk management contracts or collateral 
required as a result of these contracts. 

The table below shows the fair value and balance sheet location of derivatives not designated as hedging 
instruments as of December 3 1, 2008: 

December 31, 2008 

Energy trading and risk management 
contracts (current) Other current assets $I- Other current liabilities e 
Total . . .  . . . . . . . . . . . . . .  . . . . . .  

Financial assets and liabilities as of December 31, 2009 arising from energy trading and risk management 
contracts accounted for at fair value total less than $1 million. 

KU manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward financial contracts. Hedge accounting treatment has not been elected for these transactions, and therefore 
gains and losses are shown in the statements of income. 

years ended December 3 1, 2009 and 2008: 
The following tables present the effect of derivatives not designated as hedging instruments on income for the 

Location of Gain 
(Loss) Recognized in 

Income on Derivatives 

Amount of Gain 
(Loss) Recognized in 

Income on Derivatives 
(In millions) 

December 3 1, 2009 
Energy trading and risk management contracts 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(I )  (unrealized) Electric revenues - 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(I) - - Total 

December 31, 2008 
Energy trading and risk management contracts 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1  (unrealized) Electric revenues - 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . .  

IJnrealized gains and losses were less than $1 million for the year ended December 31,2007. Net realized gains 
and losses were less than $1 million for the years ended December 31, 2009, 2008, and 2007. 
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Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability to 
meet contractual obligations to be similarly affected by changes in economic or other conditions. 

KIJ’s customer receivables and revenues arise from deliveries of electricity to approximately 5 15,000 
customers in over 600 communities and adjacent suburban and rural areas in 77 counties in central, southeastern 
and western Kentucky, to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers 
in Tennessee. For the years ended December 31, 2009, 2008 and 2007, 100% of total revenue was derived from 
electric operations. During 2009, the Company’s 10 largest customers accounted for less than 1.5% of electric 
volumes. 

Effective August 4,2009, the Company and its employees represented by the IBEW Local 2100 entered into a 
three-year collective bargaining agreement. The agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. KU and employees represented by the USWA Local 
9447-01 entered into a three-year collective bargaining agreement in August 2008. This agreement provides for 
negotiated increases or changes to wages, benefits or other provisions and for annual wage re-openers. The 
employees represented by these two bargaining units comprise approximately 1.5% of the Company’s workforce at 
December 3 1, 2009. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU employees benefit from both funded and unfunded non-contributory defined benefit pension plans and 
other postretirement benefit plans that together cover employees hired by December 3 1, 200.5. Employees hired 
after this date participate in the Retirement Income Account (“RIA”), a defined contribution plan. The Company 
makes an annual lump sum contribution to the RIA, based on years of service and a percentage of covered 
compensation. The health care plans are contributory with participants’ contributions adjusted annually. The 
Company uses December 31 as the measurement date for its plans. 

Obligations and Funded Status. The following tables provide a reconciliation of the changes in the defined 
benefit plans’ obligations and the fair value of assets for the two-year period ending December 31, 2009, and the 
funded status for the plans as of December 31: 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 
- - - -  

Change in benefit obligation 
Benefit obligation at beginning of year $306 $ 284 $ 75 $ 7 6  

. . . . . . . . . . . . . . . .  6 5 2 1 
. . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 4 5 Interest cost 18 

e contributions. . . . . . . . . . .  (18) (18) (5) (3) 
4 17 4 (4) 

. . . . . . . . . . . . . . .  $316 $ 3 0 6  $80  $ 7 5  Benefit obligation at end of year 

Fair value of plan assets at beginning of year $183 $ 264 $ 12 $ 13 

- - - -  
- -  - - - -  

Change in plan assets 

Actual return on plan as . . 41 (61) 3 (3) 

Benefits paid, net of reti ) (18) (5) (3) 
Administrative expenses 

Employer contributions - 7 5 

(2) __ ___ - -  
Fair value of plan assets at end of year . . . . . . . . . . . . . . . . . . . .  $219 $ 183 $ 17 $ 12 

Funded status at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(97) $(123) $(63) $(63) 
- - - -  
- - - -  
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A~izoirrits Recognized i17 Stcite~izerit of Firinr7cinl Po~itiorr. The following tables provide the amounts recog- 
nized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 31: 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 

(In m i l l i o r  
- -  

Regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $10.5 $ 137 $ - $ - 
Regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  __ (9) (10) 
Accrued benefit liability (non-current). . . . . . . . . . . . . . . . . . . . . . .  (97) (123) (63) (63) 

- 

Amounts recognized in regulatory assets and liabilities consist of 
Other 

Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

- - _ I _ -  

Transition obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ - $ - $ 3 $ 4 
Prior service cost 5 2 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 
Accumulated (gain)/loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  100 132 (14) (16) 
Total regulatory assets (liabilities) . . . . . . . . . . . . . . . . . . . . . . . . . .  $105 $137 $ (9) $(10) 

- - -  
- - - -  

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 
Other 

Pension Postretirement 
Benefits Benefits 
- - -  2009 2008 2009 Zoos 

(In millions) 

Benefit obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $316 $306 $80 $75 
Accumulated benefit obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . .  268 261 - 

Fair value of plan assets.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  219 183 17 

- 
12 

For discussion of the pension and postretirement regulatory assets, see Note 2, Rates and Regulatory Matters. 

The amounts recognized in regulatory assets and liabilities for the years ended December 3 1, are composed of 
the following: 

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

- 
- - - -  

Prior service cost arising during the period . . . . . . . . . . . . . . . . . . . .  $ - $ - $- $ 1 

2 Net loss/(gain) arising during the period . . . . . . . . . . . . . . . . . . . . . .  (22) 101 
Amortization of prior service (cost)/credit . . . . . . . . . . . . . . . . . . . . .  (1) (1) - (1) 

(1) (1) 
Amortization of gain/(loss) -- (9) < - .__ 

__ 

__ - Amortization of transitional (obligation)/asset . . . . . . . . . . . . . . . . . .  
__. - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total amounts recognized in regulatory assets & liabilities. . . . . . . . .  
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Cornporierzts of Net Periodic Beriejt Cost. The following tables provide the components of net periodic 
benefit cost for pension and other postretirement benefit plans. The tables include the costs associated with both KU 
employees and E.ON U.S. Services' employees, who provide services to the utility. The E.ON U.S. Services' costs 
that are allocated to KU are approximately 49%, 46% and 45% of E.ON 1J.S. Services' total cost for 2009,2008 and 
2007, respectively. 

Pension Benefits 
E.ON us. E.ON U.S. E.ON US.  
Services Services Services 

Allocation Total Allocation Total Allocation 
KU to KU KU UU to KU KU I<U to KU 

2009 2009 2009 2008 2008 2008 2007 2007 
"~ -- - - - - - - 
- - . . . - - - - -  . 

(In millions) 

Servicecost .  . . . . . . . . . . . .  $ 6 $ 5 $ 11 $ 6 $ 4 $ 10 $ 6 $ 4  
Interest cost . . . .  . . . . . . . .  18 7 25 18 6 24 17 5 

assets . . . . .  
~ . . . . . . . . .  (15) (4) (19) (21) ( 5 )  (26) (21) (5) 

Expected return on plan 

Total 
KU 
2007 
- 

$10  
22 

Amortization of prior service 

Amortization of actuarial 
3 

Benefit cos ta tendof  year . . $19 $11 - -  $ 30 $ 4 - $ 6 - $ 10 Q - $ 6 - $ 11 

costs. .  1 2 1 1 2 1 1 2 . . . . . . . . . . . . . . .  1 

loss. .  9 __ 2 - - . . . . . . . . . . . . . . . .  1 - 2 __ __ - -  - 11 - - -  
- - - -  - - -  - - - 

Other Postretirement Benefits 
E.ON US.  E.ON US.  E.ON US. 
Services Services Services 

Allocation Total Allocation Total Allocation Total 
KU toKU KU IW toKU UU KU t o K U  KU 

2009 2009 2009 2008 2008 2008 2007 2007 2007 
(In millions) 

_ _ _ - _ _ _ _ _ _ . _ - - -  - -  
_ _ _ - - _ - - - - - -  

Servicecost . . . . . . . . . . . . . . . . .  $ 1 $ 1 $ 2  $ 1 $ 1 $ 2  $ 1 $ 1 $ 2  
5 Interest cost . . . . . . . . . . . . . . . . .  5 

. . .  (1) 

__ 5 s  __ 5 5  - 

Expected return on plan assets (1) - (1) (1) - (1) (1) - 
Amortization of transitional 

1 

Benefit cost at end of year . . . . . .  $ 6 $ 1 $7 $ 1 $ 7 $ 6 - $ 1 - - $ 7 

The estimated amounts that will be amortized from regulatory assets and liabilities into net periodic benefit 

___ . . . . . . . . . . . . . . . . .  - - 1 1 1 1 - - -  - __ - ."- obligation - 1 - 

- -  - - -  - - - -  - - - - 

cost in 2010 are shown in the following table: 

Other 
Pension Postretirement 
Benefits Benefits - 

(In millions) 

Regulatory assets/liabilities: 
Net actuarial loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 6 $- 
Prior service cost 1 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

1 Transition obligation. - - 
. . . . . . . . . . . . . . .  $ 2  Total regulatory assets/liabilities amortized during 2010 

__ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- - - $ 7 - 

The assumptions used in the measurement of KU's pension benefit obligation are shown in the following table: 

2009 2008 - -  
Weighted-average assumptions as of December 3 1: 
Discount rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.13% 6.25% 
Rate of compensation increase. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.25% 5.25% 
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The discount rates were determined by the December 28,2009, Mercer Pension Discount Yield Curve. These 
discount rates were then lowered by 8 basis points for the average change in 4 bond indices, Citigroup High Grade 
Credit Index AAA/AA 10+ years, Barclays Capital US Long Credit AA, Merrill Lynch IJS Corporate AA-AAA 
rated 101- years and Merrill Lynch US Corporate AA rated 1 % -  years, for the period from December 28, 2009 to 
December 31, 2009. 

The assumptions used in the measurement of KU’s net periodic benefit cost are shown in the following table: 

2009 2008 2007 - - -  
Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.25% 6.66% 5.96% 
Expected long-term return on plan assets. . . . . . . . . . . . . . . . . . . . . . . . .  8.25% 8.25% 8.25% 
Rate of compensation increase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.25% 5.25% 5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected returns on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns of 
each asset class. The expected return for each asset class was then weighted based on the target asset allocation to 
develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

A 1% change in the assumed discount rate could have an approximate $34 million positive or negative 
impact to the 2009 accumulated benefit obligation and an approximate $4.5 million positive or negative 
impact to the 2009 projected benefit obligation. 

A 25 basis point change in the expected rate of return on assets would have resulted in less than a $1 million 
positive or negative impact on 2009 pension expense. 

Assiirned Health Care Cosf Trend Rates. For measurement purposes, an 8% annual increase in the per capita 
cost of covered health care benefits was assumed for 2009. The rate was assumed to decrease gradually to 4.5% by 
2029 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. 
A 1% change in assumed health care cost trend rates would have resulted in an increase or decrease of less than 
$1 million on the 2009 total of service and interest costs components and an increase or decrease of $4 million in 
year-end 2009 postretirement benefit obligations. 

Expected Future Berieft Payrneiits arid Merlicare Subsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Pension 
Benefits 

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $17 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 
2015-19 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  97 

Other 
Postretirement 

Benefits 
(In millions) 

$ 6  
6 
6 
6 
7 

37 

Medicare 
Subsidy 
Receipts 

$ 1  

1 

__ 

__ 

I 
3 
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Plan Assets. The following table shows the plans’ weighted-average asset allocation by asset category at 
December 31: 

Pension Plans Target Range 2ouy 2008 
Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 5 % - 7 5 %  59% 5.5% 
Debt securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30% - 50% 40 43 

. . .  1 2 0 % -  10% - -  
. . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  100% 100% - -  - -  

The investment policy of the pension plans was developed in conjunction with financial consultants, 
investment advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund 
and maximize investment earnings. The return objective is to exceed the benchmark return for the policy index 
comprised of the following: Russell 3000 Index, MSCI-EAFE Index, Barclays Capital Aggregate and Barclays 
Capital U.S. Long Government/Credit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income securities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of any one issuer with the exclusion of the U.S. government and its agencies. The equity portion of the 
fund is diversified among the market’s various subsections to diversify risk, maximize returns and avoid undue 
exposure to any single economic sector, industry group or individual security. The equity subsectors include, but are 
not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% in 
below investment grade securities piovided that the overall average portfolio quality remains “AX’ or better. The 
below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non-dollar 
and emerging market debt and asset backed securities. The cash investments should be in securities that are either 
short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio’s riskheturn profile, to modify the portfolio’s 
duration or to reduce transaction costs and must be used in con,junction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of $1.00 per share. The postretirement 
funds are invested in a prime cash money market fund that invests primarily in a portfolio of short-term, high-quality 
fixed income securities issued by banks, corporations and the 1J.S. government. 

KU has classified plan assets that are accounted for at fair value into the three levels of the fair value hierarchy, 
as defined by the fair value measurements and disclosures guidance of the FASB ASC. See Note 3 of the Notes to 
Financial Statements. 

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. Valuation techniques used need to maximize the use of observable inputs 
and minimize the use of unobservable inputs. 

A description of the valuation methodologies used to measure plan assets at fair value is provided below: 

value. The money market funds are classified within level 2 of the valuation hierarchy. 
M o m y  Market F i ~ d :  These investments are public investment vehicles valued using $1 for the net asset 

Corii/nori/Collective fiiists: Valued based on the beginning of year value of the plan’s interests in the 
trust plus actual contributions and allocated investment income (loss) less actual distributions and allocated 
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administrative expenses. Quoted market prices are used to value investments in the trust, with the exception of 
the Group Annuity Contract (“GAC”). The fair value of certain other investments for which quoted market 
prices are not available are valued based on yields currently available on comparable securities of issuers with 
similar credit ratings. The commonkollective trusts are classified within level 2 of the valuation hierarchy. 

The preceding methods described may produce a fair value that may not be indicative of net realizable value or 
reflective of future fair values. Furthermore, although the Company believes its valuation methods are appropriate 
and consistent with other market participants, the use of different methodologies or assumptions to determine the 
fair value of certain financial instruments could result in a different fair value measurement at the reporting date. 
There were no changes in the plan’s valuation methodologies during 2009. 

The following table sets forth, by level within the fair value hierarchy, the plan’s assets at fair value as of 
December 31, 2009: 

Level 2 
(Millions) 

Money Market Fund . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 2 
CommodCollective Trusts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  186 

Total investments at fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $188 
- 
- - 

There are no assets categorized as level 1 or level 3. 

The GAC is an immediate participation guarantee contract. In accordance with the plan accounting guidance 
of the FASB ASC, the cost incurred to purchase the GAC prior to March 20, 1992, is permitted to be carried at 
contract value, since it is a contract with an insurance company and therefore is excluded from the table above. The 
cost incurred to fund the GAC after March 20, 1992, is carried at contract value in accordance with the plan 
accounting guidance of the FASB ASC, since i t  is a contract that incorporates mortality and morbidity risk. Contract 
value represents cost plus interest income less distributions for benefits and administrative expenses. 

Corztl-ibutioiis. KIJ made a discretionary contribution to the pension plan of $1 3 million in April 2009 and 
$13 million in January 2007. The Company also made contributions to other postretirement benefit plans of 
$7 million, $5 million and $6 million in 2009,2008 and 2007, respectively. The amount of future contributions to 
the pension plan will depend upon the actual return on plan assets and other factors, but the Company funds its 
pension obligations in a manner consistent with the Pension Protection Act of 2006. In January 2010, KU made a 
discretionary contribution to the pension plan of $13 million and anticipates making voluntary contributions to 
fund Voluntary Employee Beneficiary Association trusts to match the annual postretirement expense and funding 
the 401(h) plan up to the maximum amount allowed by law. 

Peiisioii L,egislntiori. The Pension Protection Act of 2006 was enacted in August 2006. New rules regarding 
funding of defined benefit plans are generally effective for plan years beginning in 2008. Among other matters, this 
comprehensive legislation contains provisions applicable to defined benefit plans which generally (i) mandate full 
funding of current liab es within seven years; (ii) increase tax-deduction levels regarding contributions; 
(iii) revise certain actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal 
insurance premiums and other fees for under-funded and distressed plans. The legislation also contains a number of 
provisions relating to defined-contribution plans and qualified and non-qualified executive pension plans and other 
matters. The Company’s plan met the minimum funding requirements as defined by the Pension Protection Act of 
2006 for years ended December 31, 2009 and 2008. 

Th$t Savirigs Plnris. K U  has a thrift savings plan under section 401(k) of the Internal Revenue Code. Under 
the plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to 
provide future retirement benefits. KIJ makes contributions to the plan by matching a portion of the employee 
contributions. The costs of this matching were $3 million in 2009 and 2008, and $2 million in 2007. 

KIJ also makes contributions to retirement income accounts within the thrift savings plans for certain employees not 
covered by noncontributory defined benefit pension plans. These employees consist mainly of those hired after 
December 31,2005. The Company makes these contributions based on years of service and the employees’ wage and 
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salary levels, and it makes them in addition to the matching contributions discussed above. The amounts contributed by 
the Company under this arrangement equaled less than $1 million in 2009, 2008 and 2007. 

Note 6 - Income Taxes 

A United States consolidated income tax return is filed by E.ON IJ.S.’s direct parent, E.ON IJS Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KIJ, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2006 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2007 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Adjustments to these tax 
years were previously recorded in the financial statements. Tax years 2007 and 2008 were examined under an IRS 
pilot program named “Compliance Assurance Process” (“CAP”). This program accelerates the IRS’s review to 
begin during the year applicable to the return and ends 90 days after the return is filed. KU had no adjustments for 
the 2007 federal return. Areas remaining under examination for 2008 include bonus depreciation and the 
Company’s application for a change in repair deductions. No net material adverse impact is expected from these 
remaining areas. 

Additions and reductions of uncertain tax positions during 2009, 2008 and 2007 were less than $1 million. 
Possible amounts of uncertain tax positions for KU that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than 
$1 million of unrecognized tax benefits would reduce the effective income tax rate. 

The amount KIJ recognized as interest expense and interest accrued related to unrecognized tax benefits was 
less than $1 million as of December 3 I ,  2009,2008 and 2007. The interest expense and interest accrued is based on 
IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the date of 
adoption, the Company accrued less than $ I  million in interest expense on uncertain tax positions. KIJ records the 
interest as interest expense and penalties as operating expenses in the incoine statement and accrued expenses in the 
balance sheets, on a pre-tax basis. No penalties were accrued by the Company through December 31, 2009. 

Components of income tax expense are shown in the table below: 
2009 2008 2007 

(In millions) 
- - -  

Current - federal. . .  . . . . . . . . . . . . . . . . . . . . .  $(S) $ 4 6  $28 
-state . . . . . . . . . . . . . . . . . . . . . . . . .  1 10 1.3 

Deferred -federal -net . . . . . . . . . . . . . . . . . . . .  43 ( I O )  (5) 
- state - net . . . . .  . . . . . . . . . . .  7 (3) (1) 

Investment tax credit - deferred . . . . . . . . . . . . . . . . . . . . . . .  21 2 s  43 

(1) 

. . . . . . . . . . . . . . . . . . . .  $ 6 7 $ 6 8 $ 7 7  

__ - - - -  Amortization of invest 

Total income tax expense 

Deferred federal and state income tax expense increased in 2009, compared to 2008, due primarily to 
temporary differences related to storm costs and depreciation. The temporary differences also resulted in an 
offsetting decrease to current federal and state taxes in 2009. Current federal income tax expense increased in 2008, 
compared to 2007, and investment tax credit - deferred decreased primarily due to claiming $18 million less in 
investment tax credits in 2008. Current state income tax decreased due to coal credits claimed in 2008. Deferred 
federal income tax expense decreased in 2008 primarily due to adjusting prior year estimates to actual based on the 
filed tax return. 

- - -  

In June 2006, KIJ and LG&E filed a joint application with the U.S. Department of Energy (“DOE’) requesting 
certification to be eligible for investment tax credits applicable to the construction of TC2. In November 2006, the 
DOE and the IRS announced that KU and LG&E were selected to receive the tax credit. A final IRS certification 
required to obtain the investment tax credit was received in August 2007. In September 2007, KIJ received an Order 
from the Kentucky Commission approving the accounting of the investment tax credit. KU’s portion of the TC2 tax 
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credit will be approximately $101 million over the construction period and will be amortized to income over the life 
of the related property beginning when the facility is placed in service. Based on eligible construction expenditures 
incurred, KU recorded investment tax credits of $21 million, $25 million and $43 million in 2009,2008 and 2007, 
respectively, decreasing current federal income taxes. The amount claimed through 2009 is all that KU is allowed to 
claim. KIJ has reached the maximum credit of $101 million. In addition, a full depreciation basis adjustment is 
required for the amount of the credit. The income tax expense impact from amortizing these credits will begin when 
the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. During 2008 and 2009, the plaintiffs 
submitted amended complaints alleging additional claims for relief. In October 2009, the plaintiffs filed a motion 
for a preliminary injunction seeking temporary implementation of certain elements of the requested relief. The 
Company is not currently a party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Components of net deferred tax liabilities included in the balance sheets are shown below: 

2009 2008 
(In millions) 
- -  

Deferred tax liabilities: 
Depreciation and other plant-related items. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $303 $284 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  69 40 Regulatory assets and other . . - -  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . .  372 324 Total deferred tax liabilities - -  

Income taxes due to customers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 4 
. . . . . . . . . . . . . . . . . . . . . . . . . . .  19 Pensions and related benefits . . . . . . . . .  17 

Liabilities and other . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 22 

Total deferred tax assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  39 47 

Deferred tax assets: 

- -  
- -  

Net deferred income tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $333 $277 

Current assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  $ (3) $ (2) 
es . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  336 279 

Net deferred income tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $333 $277 

- -  - -  
Balance sheet classification 

-- - 
- -  - -  

The Company expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

A reconciliation of differences between the statutory 1J.S. federal income tax rate and KIJ’s effective income 
tax rate follows: 

2009 

Statutory Federal income tax rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
State income taxes, net of federal benefit. . . . . . . . . . . . . . . . . . . . . . . . .  
Reduction of income tax reserve. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Qualified production activities deduction . . . . . . . . . . . . . . . . . . . . . . . . .  (0.3) 
Dividends received deduction related to EEI investment . . . . . . . . . . . . . .  ( I  .5) 
Reversal of excess deferred taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (0.9) 
Other differences . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1.5) 

Effective income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  33.5% 

35.0% 
2.7 
___ 

- 
- - 
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The effective income tax rate increased from 2008 to 2009 primarily due to a $15 million decrease in 2009 
dividends received from Electric Energy Inc., reducing the dividends received deduction. The effective income tax 
rate decreased from 2007 to 2008 primarily due to increased dividends from its investment in EEI. 

Note 7 - Long-Term Debt 

of pollution control bonds and long-term loans from affiliated companies as summarized below. 
As of December 3 1,2009 and 2008, long-term debt and the current portion of long-term debt consist primarily 

Stated Principal 
Interest Rates Maturities Amounts 

(In millions) 

Outstanding at December 31, 2009: 
Noncuri”ent portion _ . .  . . . . Variable - 7.035% 201 1-2037 $1,421 
Current portion. . . . . ~. . . . . . . . Variable-4.240% 2010-2034 $ 261 
Outstanding at December 3 1, 2008: 
Noncurrent portion Variable - 7.035% 2010-2037 $1,304 
Current portion. Variable 2023-2034 $ 228 

Long-term debt includes $228 million of pollution control bonds that are classified as current portion because 
these bonds ark sub,ject to tender for purchase at the option of the holder and to mandatory tender for purchase upon 
the occurrence of certain events. These bonds include Carroll County 2002 Series A and B, 2004 Series A, 2006 
Series B and 2008 Series A; Muhlenberg County 2002 Series A; and Mercer County 2000 Series A and 2002 
Series A. Maturity dates for these bonds range from 2023 to 2034. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007, was 0.61%, 1.75% and 3.72%, respectively. 

Pollution control bonds are obligations issued in connection with tax-exempt pollution control revenue bonds 
issued by various governmental entities, principally counties in Kentucky. A loan agreement obligates the Company 
to make debt service payments to the county that equate to the debt service due from the county on the related 
pollution control revenue bonds. The loan agreement is an unsecured obligation of the Company. Proceeds from 
bond issuances for environmental equipment (primarily related to the installation of FGDs) were held in trust 
pending expenditure for qualifying assets. At December 3 1, 2009, KU had no bond proceeds in trust included in 
restricted cash on the balance sheet. At December 31,2008, the Company had $9 million of bond proceeds in trust 
included in restricted cash in the balance sheets. 

Several of the pollution control bonds are insured by monoline bond insurers whose ratings have been reduced 
due to exposures relating to insurance of sub-prime mortgages. At December 31, 2009, the Company had an 
aggregate $35 1 million of outstanding pollution control indebtedness, of which $96 million is in the form of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. During 2008, interest rates increased, and the Company experienced “failed auctions” when there 
were insufficient bids for the bonds. When a failed auction occurs, the interest rate is set pursuant to a formula 
stipulated in the indenture. During 2009, 2008 and 2007, the average rate on the auction rate bonds was 0.44%, 
4.50% and 3.96%, respectively. The instruments governing these auction rate bonds permit K‘IJ to convert the bonds 
to other interest rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infrequentIy. In June 2009, S&P downgraded the credit rating of Ambac from “A” to 
“BBB”. As a result, S&P downgraded the rating on certain bonds in June 2009. The S&P rating of these bonds is 
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now based on the rating of the Company rather than the rating of Ambac since the Company’s rating is higher. The 
following table presents the bonds downgraded: 

Tax Exempt Bond Issues 

Bond Rating 
Moody’s S&P 

Principal 2009 2009 2008 
($ in millions) 

. . . . . . . . . . . . . . . . . . . . . . . . .  A2 A2 BBB+ A Carroll County 2002 Series C ”  $96 
. . . . . . . . . . . . . . . . . . . . . . .  A2 A2 BBB+ A 

Trimble County 2007 Series . . . . . . . . . . . . . . . . . . . . . . .  $ 9 A2 A2 BBB+ A 

During 2008, KU converted several series of its pollution control bonds from the auction rate mode to a weekly 
interest rate mode, as permitted under the loan documents. In connection with these conversions, the Company 
purchased some of the bonds from the remarketing agent, The bonds that were repurchased from the remarketing 
agent in 2008 were either defeased or remarketed during 2008. 

As of December 31, 2009, KIJ had no remaining repurchased bonds. During 2008, KU refinanced and 
remarketed $63 million and refinanced $1 7 million of pollution control bonds that had been previously repurchased 
by the Company. 

All of KU’s first mortgage bonds were released and terminated in February 2007. Under the provisions for 
certain of KIJ’s variable-rate pollution control bonds, the bonds are subject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be 
classified as current portion of long-term debt in the balance sheets. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007 was 0.61%, 1.75% and 3.72%, respectively. 

There were no redemptions or maturities of long-term debt for 2009. Redemptions and maturities of long-term 
debt for 2008 and 2007 are summarized below: 

Year Description Amount Rate Unsecured Maturity 

2008 Pollution control bonds . . . . . . . . . . . . . . . . . . . . . .  $13 Variable Secured 2035 
2008 Pollution control bonds . . . . . . . . . . . . . . . . . . . . . .  $13 Variable Secured 2035 
2008 Pollution control b o n d s . .  . . . . . . . . . . . . . . . . . . . .  $17 Variable Secured 2036 
2008 Pollution control b o n d s , .  . . . . . . . . . . . . . . . . . . . .  $17 Variable Secured 2036 
2007 Pollution control bonds . . . . . . . . . . .  . . . . . . .  $54 Variable Secured 2024 
2007 First mortgage bonds. . . . . . . . . . . . . . . . . . . . . . . .  $54 7.92% Secured 2007 

Carroll County 2007 Series $18 

Principal Securedl 
- 

($ in millions) 
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Issuances of long-term debt for 2009, 2008 and 2007 are summarized below: 

Year Description - 

2009 
2009 
2009 
2008 
2008 
2008 
2008 
2008 
2007 
2007 
2007 
2007 
2007 
2007 
2007 
2007 
2007 

Principal Securedl 
Amount Rate Unsecured Maturity 

(E in millions) 

Due to Fidelia $ 50 
Due to Fidelia . I . . . . . . . . . . . . . . . . . . . . . .  $ 50 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 50 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 75 
Pollution control bonds . . . . . . . . . . . . . . . . . . . . .  $ 78 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 50 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 50 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 75 
Pollution control bonds . . . . . . . . . . . . . . . . .  $ 54 
Pollution control bonds. .  $ 18 
Pollution control bonds . . . . . . . . . . . . . . . . . . . . .  $ 9  
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 53 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 75 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 50 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $100 
Due to Fidelia $ 70 
Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $100 

. . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . .  

4.445% 
4.81% 
5.28% 

7.035% 
Variable 
6.16% 

5.645% 
5.85% 

Variable 
Variable 
Variable 
5.69% 
5.86% 
5.98% 
5.96% 
5.71% 
5.45% 

IJnsecured 
Unsecured 
Unsecured 
IJnsecured 
IJnsecured 
IJnsecured 
IJnsecured 
IJnsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
IJnsecured 
IJnsecured 
Unsecured 
Unsecured 

2019 
2019 
201 7 
2018 
2032 
2018 
2018 
2023 
2034 
2026 
2037 
2022 
2037 
2017 
2028 
2019 
2014 

In February 2007, KU completed a series of financial transactions impacting its periodic reporting require- 
ments. The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax- 
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced with 
an intercompany loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all of KU’s assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject to periodic reporting under the Securities Exchange Act of 
1934. 

In October 2008, the Company issued Carroll County 2008 Series A tax exempt bonds in the amount of 
$78 million. The new bonds mature on February 1, 2032, and bear interest at a variable rate. The new bonds 
refinance four existing bonds (Carroll County 200.5 Series A and B - $13 million each and the Carroll County 
2006 Series A and C - $17 million each), and include $18 million of new funding. The proceeds were held in 
escrow pending incurrence of qualifying expenditures, but have now been used. 

In December 2008, KU converted the interest rate mode of the Carroll County 2006 Series B to a weekly mode 
from an auction mode. The bonds along with the Carroll County 2004 Series A, the Mercer County 2000 Series A, 
and the Carroll County 2008 Series A, were issued with the enhancement of a letter of credit. The bonds have been 
reclassified as current portion of long-term debt because investors can put the bonds back to the Company on a 
weekly basis. 

As of December 31, 2009, $1,331 million of unsecured notes payable was outstanding to the Company’s 
affiliate, Fidelia, with interest rates ranging from 4.24% to 7.04% and maturities ranging from 2010 to 2037. 
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L.ong-term debt maturities for KU are shown in the following table: 
(In millions) 

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 33 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . I  

2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  50 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  175 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  100 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,324(a) 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,682 

(a) Includes long-term debt of $228 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

- 

Note 8 - Notes Payable and Other Short-Term Obligations 

KU participates in an intercompany money pool agreement wherein E.ON U.S. and/or LG&E make funds 
available to KU at market-baser1 rates (based on highly rated commercial paper issues) up to $400 million. Details of 
the balances are as follows: 

Total Money Amount Balance Average 
Pool Available Outstanding Available Interest Rate 

($ in millions) 

December 31, 2009 . . . . . . . . . . . . . . . . . . . .  $400 $45 $ 0.20% 
December 3 1,2008 . . . . . . . . . . . . . . . . . . . .  $400 $16 $384 1.49% 

E.ON U.S. maintains revolving credit facilities totaling $313 million at December 31, 2009 and 2008, to 
ensure funding availability for the money pool. At December 31,2009 and 2008, one facility, totaling $150 million, 
is with E.ON North America, Inc., while the remaining line, totaling $163 million, is with Fidelia; both are affiliated 
companies. The balances are as follows: 

Total Amount Balance Average 
Available Outstanding Available Interest Rate 

($ in millions) 

December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . .  $313 $276 $37 1.25% 
December 3 1,2008 . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3 13 $299 $14 2.05% 

As of December 31, 2009, the Company maintained a bilateral line of credit, with an unaffiliated financial 
institution, totaling $35 million which matures in June 2012. At December 31, 2009, there was no balance 
outstanding under this facility. 

The covenants under this revolving line of credit include the following: 

* The debdtotai capitalization ratio must be less than 70% 

E.ON must own at least 66.667% of voting stock of KIJ directly or indirectly 

The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by S&P and 

0 A limitation on disposing of assets aggregating more than 15% of total assets as of December 31, 2006 

KU was in compliance with these covenants at December 31, 2009. 

In October 2008, KU closed on a $78 million bilateral line of credit which had a 364 day maturity. This facility 
was terminated in December 2008 and replaced by four new letter of credit facilities to allow issuance of letters of 
credit totaling $198 million to support tax-exempt bonds totaling $195 million of the $228 million of bonds that can 
be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, the letter 
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of credit would fund the investor’s payment. The expiration date for the letters of credit has been extended to 
December 201 0. The reimbursement agreements are identical and contain the following covenants: 

0 E.ON must own 75% of voting stock of KU directly or indirectly 

0 A limitation on disposing of assets aggregating more than 20% of total assets as of most recent quarter-end. 

At December 31, 2009, KU had no remaining capacity for letters of credit under these facilities and was in 
compliance with these covenants. 

Note 9 - Commitments and Contingencies 

Operutiiig Lenses. KU leases office space, office equipment, plant equipment, real estate, railcars, tele- 
communications and vehicles and accounts for these leases as operating leases. In addition, KU reimburses LG&E 
for a portion of the lease expense paid by LG&E for KU’s usage of office space leased by LG&E. Total lease 
expense was $10 million, $9 million and $6 million for 2009, 2008 and 2007, respectively. The future minimum 
annual lease payments for operating leases for years subsequent to December 3 1,2009, are shown in the following 
table: 

(In millions) 

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 

3 Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $29 

- 
.___ - 

Owerisboro Coiitrucl Litigatioii. In May 2004, the City of Owensboro, Kentucky and OMU commenced a 
suit which was removed to the 1J.S. District Court for the Western District of Kentucky, against KU concerning a 
long-term power supply contract (the “OM‘IJ Agreement”) with KIJ. The dispute involved interpretational 
differences regarding issues under the OM‘IJ Agreement, including various payments or charges between KU 
and OMU and rights concerning excess power, termination and emissions allowances. In July 2005, the court issued 
a summary judgment ruling upholding OMU’s contiactual right to terminate the OMTJ agreement in May 2010. 

In September and October 2008, the court granted rulings on a number of summaiy judgment petitions in the 
Company’s favor. The summary judgment rulings resulted in the dismissal of all of OM‘IJ’s remaining claims 
against the Company. The trial on KU’s counterclaim occurred during October and November 2008. During 
February 2009, the court issued orders on the matters covered at trial, including (i) awarding the Company an 
aggregate $9 million relating to the cost of NOx allowances charged by OMIJ to KU and the price of back-up power 
purchased by OMU from KU, plus pre- and post-judgment interest, and (ii) denying the Company’s claim for 
damages based upon sub-par operations and availability of the OMU units. In April 2009, the court issued a ruling 
on various post-trial motions denying certain challenges to calculation elements of the $9 million award or of 
interest amounts associated therewith. In May 2009, KU and OMU executed a settlement agreement resolving the 
matter on a basis consistent with thc court’s prior rulings and the Company has received the agreed settlement 
amounts. 

Sale and L,enseDmk Pmisnctioii. The Company is a participant in a sale and leaseback transaction involving 
its 62% interest in two jointly owned CTs at KU’s E.W. Brown generating station (Units 6 and 7). Commencing in 
December 1999, KU and L,G&E entered into a tax-efficient, 18-year lease of the CTs. KU and LG&E have provided 
funds to fully defease the lease, and have exccuted an irrevocable notice to exercise an early purchase option 
contained iii the lease after 1.5.5 years. The financial statement treatment of this transaction is no different than if 
KU had retained its ownership. The leasing transaction was entered into following receipt of required state and 
federal regulatory approvals. 

F-37 



In case of default under the lease, the Company is obligated to pay to the lessor its share of certain fees or 
amounts. Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to the 
lease. Upon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts jointly 
to KIJ and LG&E. 

At December 31,2009, the maximum aggregate amount of default fees or amounts was $8 million, of which 
KU would be responsible for 62% (approximately $5 million). The Company has made arrangements with E.ON 
U.S., via guarantee and regulatory commitment, for E.ON 1J.S. to pay its full portion of any default fees or amounts. 

KU has provided letters ofcredit totaling $198 million supporting bonds of $195 million and Letterof Credit. 
a letter of credit totaling less than $1 million to support certain obligations related to workers’ compensation. 

Power Purchases. The Company has power purchase arrangements with OMU and OVEC. IJnder the OMIJ 
agreement, which will be terminated by OMIJ in May 2010, KU purchases all of the output of an approximately 
400-Mw coal-fired generating station not required by OMU. The amount of power purchases available to the 
Company during 2010, which is expected to be approximately 5% of KU’s total Kwh native load energy 
requirements, is dependent upon a number of factors including the OMU units’ availability, maintenance schedules, 
fuel costs and OMU requirements. Payments are based on the total costs of the station allocated per terms of the 
OMIJ agreement. Included in the total costs is KIJ’s proportionate share of debt service requirements on 
$207 million of OMIJ bonds outstanding at December 31, 2009. The debt service is allocated to KU based on 
its annual allocated share of capacity, which averaged approximately 44% in 2009. KU does not guarantee the OMIJ 
bonds, or any requirements therein, in the event of default by OMU. 

KU has a contract for power purchases with OVEC, terminating in 2026, for various Mw capacities. KIJ has an 
investment of2.5% ownership in OVEC’s common stock, which is accounted for on the cost method of accounting. 
The Company’s share of OVEC’s output is 2.5%, approximately 55 Mw of generation capacity. Future obligations 
for power purchases are shown in the following table: 

(In millions) 

2010 I . ”  . . . . . . . . . . . . . . .  . . . . . . . . . .  . . . . . . . . . . . . . .  $ 16 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 
2012 . . . . . . . . . . . . . . .  . . . . . . . . . . .  10 

11 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  177 . . . . . . . . . . . . . . . .  - Thereafter 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $236 - - 

Coal niid Gas Piirchnse Obligatioiis. KIJ has contracts to purchase coal and natural gas transportation. 
Future obligations are shown in the following table: 

(In millions) 

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 391 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  307 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . .  145 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  88 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  92 
Thereafter -(a) 
Total . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,023 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

(a) Obligations after 2014 are indexed to future market prices and are not included above since prices will be set in 
the future using the contracted methodology. 
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Coristriichm Prograrn. KU had $62 million of commitments in connection with its construction program at 
December 3 1. 2009. 

In June 2006, KIJ and LG&E entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of this type, including 
terrnination for convenience or for cause rights. In March 2009, the parties completed an agreement resolving 
certain construction cost increases due to higher labor and per diem costs above an established baseline, and certain 
safety and compliance costs resulting from a change in law. The Company’s share of additional costs from inception 
of the contract through the expected project completion in 2010 is estimated to be approximately $30 million. 
During the past and to date in 2010, KIJ and LG&E have received a number of contractual notices from the TC2 
construction contractor asserting force majeurdexcusable event claims for adjustments to either or both of contract 
price or construction schedule with respect to certain events which, if granted, may affect such contractual terms in 
addition to a possible extension of the commercial operations date, liquidated damages or other relevant provisions. 
The parties are continuing to discuss such matters in good faith and to resolve them in a commercially reasonable 
manner. The Company cannot currently estimate the ultimate outcome of these matters, including the extent, if any, 
that it results in increased costs charged for construction of TC2 and/or relief relating to the construction completion 
or operations dates. 

TC2 Air- Pennit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division for Air Quality (“KDAQ’) 
in November 200.5. In September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order upholding the permit. The environmental groups petitioned the EPA to object to the state permit 
and subsequent permit revisions. In determinations made in September 2008 and June 2009, the EPA rejected most 
of the environmental groups’ claims, but identified three permit deficiencies which the KDAQ addressed by 
revising the permit. In August 2009, the EPA issued an order denying the remaining claims with the exception of 
two additional deficiencies which the KDAQ was directed to address. The EPA determined that the proposed permit 
subsequently issued by the KDAQ satisfied the conditions of the EPA Order, although the agency recommended 
certain enhancements to the administrative record. In January 2010, the KDAQ issued a final permit revision 
incorporating the proposed changes to address the two EPA objections. In March 2010, the Sierra Club submitted a 
petition to the EPA to object to the peimit revision, which petition is now pending before the EPA. The Company 
believes that the final permit as revised should not have a material adverse effect on its financial condition or results 
of operations. However, until the right to challenge the final permit expires, the Company cannot predict the final 
outcome of this matter. 

Thennosfat Replncernerit. During January 2010, KIJ and LG&.E announced a voluntary plan to replace 
certain thermostats which had been provided to customers as part of the Companies’ demand reduction programs, 
due to concerns that the thermostats may present a safety hazard. Under the plan, the Companies anticipate 
replacing up to approximately 14,000 thermostats. Estimated costs associated with the replacement program may 
be $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement program or 
other effects or developments which may be associated with the thermostat replacement matter at this time. 

Reserve Slzaririg Developrnerits. The membership of KU and LG&E in the Midwest Contingency Reserve 
Sharing Group terminated on December 3 1, 2009. In December 2009, the Companies entered into arrangements 
with Tennessee Valley Authority and East Kentucky Power Cooperative to form a new reserve sharing group, the 
TEE Contingency Reserve Sharing Group. Contingency reserves, including spinning reserves and supplemental 
reserves, relate to power or capacity requirements that the Companies must have available for certain reliability 
purposes. In general, the operational and financial impact of reserve sharing arrangements varies based upon factors 
such as the terms of the agreement, the relative generating and operations conduct of the parties and relevant market 
prices. While the Companies do not anticipate the revised reserve sharing developments will have a material 
adverse effect on their prospective operations or financial condition, such outcome cannot be guaranteed 
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Mine Safeiy Cornpliarice Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. At 
the state level, Kentucky and other states that supply coal to KIJ, have passed new mine safety legislation. These 
pieces of legislation require all underground coal mines to implement new safety measures and install new safety 
equipment. IJnder the terms of the majority of the long-term coal contracts the Company has in place, provisions are 
made to allow for price adjustments for compliance costs resulting from new or amended laws or regulations. KU’s 
coal suppliers regularly submit price adjustments related to these compliance costs. The Company employs an 
external consultant to review all relevant mine safety compliance cost claims for validity and reasonableness. 
Depending upon the terms of the contracts and commercial piactice, the Company may delay payment of the 
adjustments or pay certain adjustments subject to refund. At appropriate times in the review, payment or refund 
processes, KIJ may make adjustments to the values or amounts oi values of inventory, accounts receivable or 
accounts payable relating to coal matters. In general, the Company expects to recover these coal-related cost 
adjustments through the FAC. 

Bivirorirnerital Matters. The Company’s opeiations are subject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contamination and employee health and safety. 

Clenrz Air Aci Requirenzerirs. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the United States by, among other things, controlling stationary sources of 
air emissions such as power plants. While the general regulatory framework for these programs is established at the 
federal level, most of the programs are implemented and administered by the states under the oversight of the EPA. 
The key Clean Air Act programs relevant to KU’s business operations ale described below. 

Arnbierzi Air Quality. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards (“NAAQS”). Each state must identify “nonattainment areas” within its boundaries that fail to comply 
with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails to develop an 
adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency of the NAAQS 
through its periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SOz and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the 
midwestern 1J.S. to the northeastern 1J.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the C A R  which required additional SOz emission reductions of 70% 
and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and trade program, 
with initial reductions of NOx and SOz emissions due by 2009 and 2010, respectively, and final reductions due by 
2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal 
CAIR. Depending on the level of action determined necessary to bring local nonattainment areas into compliance 
with the new ozone and fine particulate standards, KU’s power plants are potentially subject to additional reductions 
in SOz and NOx emissions. In January 2010, EPA issued a proposed rule to reconsider the NAAQS foi Ozone, 
previously revised in 2008. The proposal would institute more stringent standards. At present, the Company is 
unable to determine what, if any, additional requirements may be imposed to achieve compliance with the new 
ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. Depending upon the course of such matters, the CAIR could be superseded 
by new or revised NOx or SOzregulations with different or more stringent requirements and SIPs which incorporate 
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CAIR requirements could be subject to revision. KU is also reviewing aspects of its compliance plan relating to the 
CAIR, including scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
remand of the CAIR results in some uncertainty with respect to certain other EPA or state programs and proceedings 
and the Companies’ compliance plans relating thereto, due to the interconnection of the CAIR with such associated 
programs. At present, KIJ is not able to predict the outcomes of the legal and iegulatory proceedings related to the 
CAIR and whether such outcomes could have a material effect on the Company’s financial or operational 
conditions. 

Hazardous Air Pollutnrits. As provided in the Clean Air Act, as amended, the EPA investigated hazardous air 
pollutant emissions from electric utilities and submitted a report to Congress identifying mercury emissions from 
coal-fired power plants as warranting further study. In 2005, the EPA issued the Clean Air Mercury Rule (“CAMR”) 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR piovided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 
mercury reduction targets would be achieved as a “co-benefit” of the controls installed for purposes of compliance 
with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has announced that 
it intends to promulgate a new rule to replace the CAMR. Depending on the final outcome of the rulemaking, the 
CAMR could be replaced by new mercury reduction rules with different or more stringent requirements. Kentucky 
has also repealed its corresponding state mercury regulations. At present, KIJ is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could have a material effect 
on the Company’s financial or operational conditions. 

AcidRairi Prograrii. The Clean Air Act, as amended, imposed a two-phased cap and trade program to reduce 
SO2 emissions from power plants that were thought to contribute to “acid rain” conditions in the northeastern 
U.S. The Clean Air Act, as amended, also contains requirements for power plants to reduce NOx emissions through 
the use of available combustion controls. 

Regiorid Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule (“CAVR”) detailing how the Clean Air Act’s Best Available Retrofit Technology 
(‘‘BART’) requirements will be applied to facilities, including power plants, built between 1962 and 1974 that emit 
certain levels of visibility impairing pollutants. IJnder the final rule, as the CAIR provided for more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the courts. Additionally, 
because the regional haze SIPs incorporate certain CAIR requirements, the remand of CAIR could potentially 
impact regional haze SIPs. See “Ambient Air Quality” above for a discussion of CAR-related uncertainties. 

Zri~tallatiori of Pollirtiorz Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on every generating unit. Under cap and 
trade programs, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KIJ met its Phase I SOz requirements primarily through installation of FGD equipment on Ghent Unit 
1 .  KU’s strategy for its Phase 11 SOz requirements, which commenced in 2000, includes the installation of additional 
FGD equipment, as well as using accumulated emission allowances and fuel switching to defer certain additional 
capital expenditures. In order to achieve the NOx emission reductions and associated obligations, KIJ installed 
additional NOx controls, including SCR technology, during the 2000 through 2009 time period at a cost of 
$221 million. In 2001, the Kentucky Commission granted approval to recover the costs incuired by KIJ for these 
projects through the environmental surcharge mechanism. Such monthly recovery is subject to periodic ieview by 
the Kentucky Commission. 
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In order to achieve mandated emissions reductions, KU expects to incur additional capital expenditures 
totaling approximately $320 million during the 201 0 through 201 2 time period for pollution controls including FGD 
and SCR equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 
Kentucky Commission granted approval to recover the costs incurred by the Company for these projects through the 
ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. KIJ believes 
its costs in reducing SOz, NOx and mercury emissions to be comparable to those of similarly situated ut 
like generation assets. KU’s compliance plans are subject to many factors including developments in the emission 
allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and advances in clean 
air technology. KU will continue to monitor these developments to ensure that its environmental obligations are met 
in the most efficient and cost-effective manner. See “Ambient Air Quality” above for a discussion of CAR-related 
uncertainties. 

GHG Developrnerits. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The U S .  has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. As 
discussed below, legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GHG emission reduction programs. Such programs have been adopted in various states including 
11 northeastern IJS. states and the District of Columbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are on-going. The current administration has announced its 
support for the adoption of mandatory GHG reduction requirements at the federal level. The United States and other 
countries met in Copenhagen, Denmark in December 2009, in an effort to negotiate a GHG reduction treaty to 
succeed the Kyoto Protocol, which is set to expire in 2013. At Copenhagen, the U S .  made a nonbinding 
commitment to, among other things, seek to reduce GHG emissions to 17% below 2005 levels by 2020 and 
provide financial support to developing countries. The IJnited States and other nations are scheduled to meet in 
Cancun, Mexico in late 2010 to continue negotiations toward a binding agreement. 

GHG L.egislotion. KU is monitoring on-going efforts to enact GHG reduction requirements and require- 
ments governing carbon sequestration at the state and federal level and is assessing potential impacts of such 
programs and strategies to mitigate those impacts. In June 2009, the 1J.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, (H.R. 2454), which is a comprehensive energy bill containing the 
first-ever nation-wide GHG cap and trade program. If enacted into law, the bill would provide for reductions in 
GHG emissions of 3% below 2005 levels by 2012, 17% by 2020, and 83% by 2050. In order to cushion potential rate 
impacts for utility customers, approximately 43% of emissions allowances would initially be allocated at no cost to 
the electric utility sector, with this allocation gradually d to 7% in 2029 and zero thereafter. The bill would 
also establish a renewable electricity standard requiring to meet 20% of their electricity demand through 
renewable energy and energy efficiency by 2020. The bill contains additional provisions regarding carbon capture 
and sequestration, clean transportation, smart grid advancement, nuclear and advanced technologies and energy 
efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act (S. 1733), which is largely patterned on 
the House legislation, was introduced in the 1J.S. Senate. The Senate bill raises the emissions reduction target for 
2020 to 20% below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked 
detailed provisions for the allocation of emissions allowances, a subsequent revision has incorporated allowance 
allocation provisions similar to the House bill. The Company is closely monitoring the progress of the legislation, 
although the prospect for passage of comprehensive GHG legislation in 2010 is uncertain. 

GHG Regitlotioris. In April 2007, the U.S. Supreme Court ruled that the EPA has the authority to regulate 
GHG under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that 
GHGs endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding d in December 2009. In September 2009, the EPA issued a final GHG reporting rule 
requiring reporting by with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A 
number of the Company’s facilities will be required to submit annual reports commencing with calendar year 201 0. 
Also in September 2009, the EPA proposed to require new or modified sources with GHG emissions equivalent to at 
least 10,000 to 25,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
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Program. Such new or modified facilities would be required to install Best Available Control Technology. While the 
Company is unaware of any curiently available GHG control technology that might be required for installation on 
new or modified powei plants, it is currently assessing the potential impact of the proposed rule. A final rule is 
expected in 2010. 

The Company is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted 
through legislation or regulations. As a company with significant coal-fired generating assets, KU could be 
substantially impacted by programs requiiing mandatory reductions in GHG emissions, although the precise impact 
on its operations, including the reduction targets and deadlines that would be applicable, cannot be determined prior 
to the enactment of such programs. While the Company believes that many costs of complying with mandatory 
GHG reduction requirements or purchasing emission allowances to meet applicable requirements would likely be 
recoverable, in whole or in part under the ECR, where such costs ale related to the Company’s coal-fired generating 
assets, or other potential cost-recovery mechanisms, this cannot be assured. 

GHG Litigatioii. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against vaiious companies with GHG emitting facilities. In October 2009, a three judge 
panel of the IJnited States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against mole than 30 utility, 
oil, coal and chemical companies. However, in March 2010, the court vacated the opinion of the three-judge panel 
and granted a motion for rehearing. The Comer complaint alleges that GHG emissions from the defendants’ 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the parent of KIJ 
and LG&E was included as a defendant in the complaint, but has not been subject to the proceedings due to the 
failure of the plaintiffs to pursue service under the applicable international procedures. KIJ and LG&E are currently 
unable to predict further developments in the Coiner case. KU and L,G&E continue to monitor relevant GHG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

Brotvri New Source Review Litigation. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s new source review rules relating to work performed in 1997, on a boiler and 
turbine at KIJ’s E.W. Brown generating station. In December 2006, the EPA issued a second NOV alleging the 
Company had exceeded heat input values in violation of the air permit far the unit. In March 2007, the Department 
of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint sought civil penalties, including potential per-day fines, remedial measures and injunctive relief. In 
December 2008, the Company reached a tentative settlement with the government resolving all outstanding claims. 
The proposed consent decree, which was approved by the court in March 2009, provides foi payment of a $1 million 
civil penalty; funding of $3 million in environmental mitigation projects; surrender of 53,000 excess SO2 
allowances; surrender of excess NOx allowances estimated at 650 allowances annually for eight years; installation 
of an FGD by December 31,2010; installation of an SCR by December 31, 2012; and compliance with specified 
emission limits and operational iestrictions. 

Section 114 Requests. In August 2007, the EPA issued administiative information requests under Section I 14 
of the Clean Air Act requesting new source review-related data regarding cei tain projects undertaken at LG&E’s 
Mill Creek 4 and TCI generating units and KU’s Ghent 2 generating unit. KU and LG&E have complied with the 
information requests and are not able to predict further proceedings in this matter at this time. 

Gherit Opacity NOV: In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during lune and July of 2007 at Units 1 and 3 of 
KU’s Ghent generating station. The parties have met on this matter and KU has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties 01 remedial measures may result. 

Gherit New Source Review NOV: In March 2009, the EPA issued an NOV alleging that KU violated certain 
provisions of the Clean Air Act’s ides governing new source review and prevention of significant deterioiation by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfui ic acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information requesi seeking 
additional information on this matter The Company is currently unable to determine the final outcome of this 
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matter or the impact of an unfavorable determination upon the Company’s financial position or iesults of 
operations. 

The EPA has undertaken various initiatives 
in response to the December 2008 impoundment failure at the Tennessee Valley Authority’s Kingston power plant, 
which resulted in a major ielease of coal combustion byproducts into the environment. The EPA issued information 

es throughout the country, including KIJ, to obtain information on their ash ponds and other 
impoundments. In addition, the EPA inspected a large number of impoundments located at power plants to 
determine their structural integrity. The inspections included several of the Company’s impoundments, which the 
EPA found to be in satisfactory condition. The Company is awaiting final inspection reports for additional 
impoundments. The EPA and other agencies are currently considering the need to revise applicable standards 
governing the structural integrity of ash ponds and other impoundments. In addition, the EPA has announced that i t  
is re-evaluating current regulatory requirements applicable to coal combustion byproducts and anticipates pro- 
posing new rules by early 2010. The EPA is considering a wide range of regulatory options including subjecting ash 
ponds and landfills handling coal combustion byproducts to regulation under the hazardous waste program. Finally, 
the EPA has announced plans to develop revised effluent limitations guidelines and standards governing discharges 
from power plants. The Company is monitoiing these ongoing iegulatory developments, but will be unable to 
determine the impact until such time as new rules are finalized. 

From time to time, KU appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable envi- 
ronmental laws and regulations. Such matters include a completed settlement with state regulators regarding 
particulate limits in the air permit for KU’s Tyrone generating station, remetfiation activities for, or other risks 
relating to elevated Polychloi inated Biphenyl (“PCB”) levels at existing properties, and liability under the 
Comprehensive Environmental Response, Compensation and Liability Act for cleanup at various off-site waste 
sites. Based on analysis to date, the resolution of these matters is not expected to have a material impact on the 
Company’s operations. 

Ash Pori& Coal-Cornbcistiori Byprodcicts arid Water Discharges. 

Geiieral k?rivirormer?lal Proceerling~ 

Note 10 -Jointly Owned Electric Utility Plant 

KU and LG&E are nearing completion of TC2, a jointly owned unit at the Trimble County site. KU and LG&E 
own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of TC2, IMEA owns a 
12.12% undivided interest and Ih4PA owns a 12.88% undivided interest. Each company is responsible for its 
proportionate share of capital cost during construction, and fuel, operation and maintenance cost when TC2 begins 
operation, which is scheduled to occur in 2010. In December 2009 and June 2008, LG&E sold assets to K‘IJ related 
to the construction of TC2 with a net book value of $48 million and $10 million, respectively. 

The following data represent shares of the jointly owned property (capacity based on nameplate rating): 
TC2 

LG&E KU IMPA IMEA Total 

14.25% 60.75% 12.88% 12.12% 100% 
- - _ . - - -  

Ownership interest . . . . . . I .  I ~. . . . . . . . . . . I . . . ” .  . ” .  . ” .  I .  
Mwcapaci ty . .  . . , . . . . . “ . .  . ~ . “  ” . .  . . . . . . . . “ . .  . . I .  119 509 108 102 838 
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(In millions) 

KU's 60.75% ownership: 
Plant held for future use . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $121 

679 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  63 

Net bookvalue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $737 

LG&E's 14.25% ownership: 
Plant held for future use . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 5 

169 

Construction work in progress. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated depreciation. - 

- - 

Construction work in progress. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . .  $172 Net book value 

KU and LG&E ,jointly own the following CTs and related equipment (capacity based on net summer 

- 
- - 

capability): 
KU LG&E Total 

(X) (E) 6) 
($1 Net ($) Net ($) Net 

Mw (E) Depre- Book Mw ($) Depre- Book Mw (E) Depre- Book 
Capacity Cost ciation Value Capacity Cost ciation Value Capacity Cost ciation Value 

($ in millions) 
-----------.- Ownership Percentage 

KU47%,  L,G&E %%(a). . . . .  129 54 (13) 41 146 59 (15) 44 275 113 (28) 85 
KU 62%, LG&E 38%(b). . ~. . 190 79 (15) 64 118 46 (7) 39 308 12.5 (22) 103 
K U 7 1 % , L G & E 2 9 % ( c ) " .  ~. . 228 82 (21) 61 92 33 (8) 25 320 115 (29) 86 
KU63%,LG&E37%(d) .  . _ .  . 404 140 (25) 115 236 82 (16) 66 640 222 (41) 181 
KU 71%, L.G&E 29%(e).  . . . .  n/a 9 (2) 7 n/a 3 (1) 2 n/a 12 (3) 9 

(a) Comprised of Paddy's Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there is an 
inlet air cooling system attributable to unit 5 and units 8-1 1 at the E.W. Brown facility. This inlet air cooling 
system is not jointly owned, however, it is used to increase production on the units to which it relates, resulting 
in an additional 88 Mw of capacity for KU. 

(b) Comprised of units 6 and 7 at the E.W. Brown facility. 
(c) Comprised of units 5 and 6 at the Trimble County facility. 
(d) Comprised of CT Substation 7-10 and units 7, 8, 9 and 10 at the Trimble County facility. 
( e )  Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

Both KU's and LG&E's participating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on each company's respective income statement (e.g., fuel, maintenance of plant, 
other operating expense). 

Note 11 -_ Related Party Transactions 

KIJ, subsidiaries of E.ON U.S. and subsidiaries of E O N  engage in related party transactions. These 
transactions are generally performed at cost and are in accordance with the FERC regulations under PUHCA 
2005 and the applicable Kentucky Commission and Virginia Commission regulations. The significant related party 
transactions are disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues and 
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purchased power operating expense. KU intercompany electric revenues and purchased power expense for the years 
ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

- - -  
Electric operating revenues from LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 21 $ 80 $46 
Power purchased from LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  101 109 9.3 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KIJ’s intercompany interest income and expense for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

Interest on money pool loans . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $- $ 2 $ 6 
Interest on Fidelia loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  69 56 35 

- - -  

Other Intercompany Billings 

E.ON U S .  Services provides KU with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U S .  Services on behalf of KU, labor and burdens of 
E.ON 1J.S. Services employees performing services for KU, coal purchases and other vouchers paid by E.ON 
U.S. Services on behalf of KU. The cost of these services is directly charged to KTJ, or for general costs which 
cannot be directly attributed, charged based on predetermined allocation factors, including the following ratios: 
number of customers, total assets, revenues, number of employees and other statistical information. These costs are 
charged on an actual cost basis. 

In addition, KIJ and LG&E provide services to each other and to E.ON 1J.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, charges 
related to jointly-owned generating units and other miscellaneous charges. Billings from KU to E.ON 1J.S. Services 
include cash received by E.ON 1J.S. Services on behalf of KTJ, primarily tax settlements, and other payments made 
by KIJ on behalf of other non-regulated businesses which are reimbursed through E.ON U S .  Services. 

Intercompany billings to and from KU for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

- - -  

E.ON U.S. Services billings to KU . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $169 $227 $488 

KU billings to E.ON 1J.S. Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 3 26 
KU billings to LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  78 75 6 

In December 2009 and June 2008, LG&E sold assets to KU related to the construction of TC2, including 
$3 million of unamortized investment tax credits, with net book values of $48 million and $10 million, respectively. 

In March and June 2009, the Company received capital contributions of $50 million and $25 million, 

LG&E billings to KIJ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  44 5 12 

respectively, from its common shareholder, E.ON U.S. 

In 2008 and 2007, KU received capital contributions from its common shareholder, E.ON U.S., totaling 
$145 million and $75 million, respectively. 
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Note 12 - Subsequent Events 

Subsequent events have been evaluated through March 19,2010, the date of issuance of these statements and 
these statements contain all necessary adjustments and disclosures resulting from that evaluation. 

On March 4, 2010, the Virginia Commission approved the stipulation related to the rate increase filing with 
rates to become effective in April 2010. 

On January 29, 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1,2010. The requested rates have been suspended until August 1,2010, at which time they may be put 
into effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. 

On January 13, 2010, the Company made a $13 million contribution to its pension plan. 
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PricervaterliouseCoopers LLP 
500 W Main Strcct 
Suitc 1800 
touisvillc, KY 40202 
Tclcphonc (502) 589-GI00 
Facsirnilc (502) 585-7875 
pwc corn 

Report of Independent Auditors 

To the Shareholder of Kentucky IJtilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, and cash flows present fairly, in all material respects, the financial position of Kentucky IJtilities Company 
at December 31,2009 and 2008, and the results of its operations and its cash flows for each of the three years in the 
period ended December 31,2009 in conformity with accounting principles generally accepted in the United States 
of America. Also in our opinion, the Company maintained, in all material respects, effective internal control over 
financial reporting as of December 31, 2009, based on criteria established in Ii?ternnl Control - htegruted 
Frnrne~vork issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company’s management is responsible for these financial statements, for maintaining effective internal control 
over financial reporting and for its assertion of the effectiveness of internal control over financial reporting, 
included in “Controls and Procedures” appearing on page 23 of the 2009 Kentucky IJtilities Company financial 
statements and additional information. Our responsibility is to express opinions on these financial statements and on 
the Company’s internal control over financial reporting based on our integrated audits. We conducted our audits of 
the financial statements in accordance with auditing standards generally accepted in the United States of America 
and our audit of internal control over financial reporting in accordance with attestation standards established by the 
American Institute of Certified Public Accountants. Those standards require that we plan and perform the audits to 
obtain reasonable assurance about whether the financial statements are free of material misstatement and whether 
effective internal control over financial reporting was maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, and evaluating 
the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining 
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and 
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our 
audits also included performing such other procedures as we considered necessary in the circumstances. We believe 
that our audits provide a reasonable basis for our opinions. 

A company’s internal control over financial reporting is a process affected by those charged with governance, 
management, and other personnel, designed to provide reasonable assurance regarding the preparation of reliable 
financial statements in accordance with accounting principles generally accepted in the IJnited States of America. A 
company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of 
the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts 
and expenditures of the company are being made only in accordance with authorizations of management and those 
charged with governance; and (iii) provide reasonable assurance regarding prevention, or timely detection and 
correction of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect 
on the financial statements. 
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Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and 
correct misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

Louisville, Kentucky 
March 19, 2010 
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Kentucky Utilities Company 

Condensed Statements of Income 

Operating revenues (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses: 

Fuel for electric generation. . . . . . . . . . . . . . . . . . . . . . . . . . . .  . I  

Power purchased (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other operation and maintenance expenses . . . . . . . . . . . . . . . . . . . . .  
Depreciation, accretion and amortization . . . . . . . . . . . . . . . . . . . . . . .  

Total operating expcnses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Interest expense (Note 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest expense to affiliated companies (Notes 8 and 10) . . . . . . . . . . . .  
Other income (expense) - net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income before income taxes. . . . . . . . .  
Income tax expense (Note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  

2010 2009 2010 2009 
(Unaudited) 

(Millions of $) 

~ - - -  

9;341 $1,146 $1,009 -- $416 - 

146 
41 
86 
38 

31 1 

105 
2 

18 
1 

- 
--- 

86 
32 

$ 54 - - 

114 39 1 
47 135 
22 2s 1 
33 106 

216 883 

12s 263 
2 5 

18 55 

- -  
- -  

329 
154 
230 

99 

812 

197 
5 

51 
2 7 

105 205 148 
39 76 49 

$ 66 $ 129 $ 99 

___ - - ~  

- - -  
- - -  - - -  

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Condensed Statements of Comprehensive Income 
Three Months Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 

(Unaudited) 
(Millions of $) 

-- - - --- 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $54 $66 $129 $99 

respectively.. - (2) - 3) - 
.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $99 $127 $66 

Comprehensive income (loss) attributable to unconsolidated 
venture - net of tax benefit of $1, $0, $1 and $0, 

- .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I_ 

- - - - Comprehensive income - __. $52 - - 

Condensed Statements of Retained Earnings 
Three Months Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 

(Unaudited) 
(Millions of $) 

---- 

Balance at beginning of period. . . . . . . . . . . . . . . . . . . . . . . .  $1,403 $1,228 $1,328 $1,195 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  54 129 99 66 - 

1,457 1,294 1,457 1,294 
(50) Cash dividends declared (Note 10) . . . . . . . . . . . . . . . . . . . . .  __ _I (50) 

Balance at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,407 $1,294 $1,407 $1,294 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Condensed Balance Sheets 

September 30, December 31, 
2010 2009 

(Unaudited) 
(Millions of E) 

ASSETS 
Current assets: 

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts receivable - net: 

Customer - less reserves of $2 in 2010 and $1 in 2009 
Affiliated companies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other - less reserves of $2 in 2010 and 2009. . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  

Materials and supplies: 
Fuel (predominantly coal) . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . .  
Other materials and supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Regulatory assets (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current assets. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investment in unconsolidated venture . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Property, plant and equipment: 

Regulated utility plant - electric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net regulated utility plant . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Construction work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Property, plant and equipment - net . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred debits and other assets: 

Regulatory assets (Note 2): 
Pension benefits..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash surrender value of key man life insurance. . . . . . . . . . . . . . . . . . . . . . . .  
Other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . I . .  

Total deferred debits and other assets. . . . . . .  
Total assets..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . .  

172 15.5 
9 

28 18 

- 

98 98 
42 39 
14 32 
11 13 

367 366 

12 12 

5,426 4,892 
(1,902) (1,838) 
3,524 3,054 

946 1,257 

4,470 4,311 

1 os 105 
110 117 
39 38 

7 7 

26 1 267 

$ 5,110 $ 4,956 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Condensed Balance Sheets (continued) 

LIABILITIES AND EQUITY 
Current liabilities: 

Current portion of long-term debt (Notes 5 and 8) . . . . . . . . . . . . . . . . . . . . . .  
Current portion of long-term debt to affiliated company (Note 5) . . . . . . . . . . .  
Notes payable to affiliated companies (Notes 8 and 10) . . . . . . . . . . . . . . . . . .  
Accountspayable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to affiliated companies (Note 10) . . . . . . . . . . . . . . . . . . . .  
Customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt: 

Long-term debt (Notes 5 and 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Lmg-term debt to affiliated company (Notes 5, 8 and 10) . . . . . . . . . . . . . . . .  

Total long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred credits and other liabilities: 

Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated provision for pensions and related benefits (Note 6) . . . . . . . . . .  
Investment tax credits (Note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset retirement obligations (Note 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2): 

Accumulated cost of removal of utility plant . . . . . . . . . . . . . . . . . . . . . . . .  
Other regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  
Total deferred credits and other liabilities . . . . . . . . . . . . . . . . . . . . . . . .  

Common equity: 
Common stock, without par value - 

Authorized 80,000, 000 shares, outstanding 37,817, 878 shares . . . . . . . . . . . .  
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive loss . . . . . . . . . . . . . . . . . .  . . . . . . . . .  
Retained earnings: 

Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total liabilities and equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Undistributed earnings from unconsolidated venture . . . . . . . . . . . . . . . . . . .  

September 30. December 31. 
2010 2009 

(Unaudited) 
(Millions of E) 

$ 228 
33 
61 

105 
71 
23 
12 
39 

572 

$ 2 2 8  
33 
45 

107 
88 
22 

4 
42 

569 

123 123 
1. 298 1. 298 

1. 42 1 I. 421 

378 336 
160 160 
104 104 
59 34 

343 331 
24 29 
20 20 

1. 088 1. 014 

308 308 
316 316 

___ (2) 

1. 397 1. 318 
10 10 

2. 029 I. 952 

$ 5 1  10 $4. 956 

The accompanying notes are an integral part of these condensed financial statements . 
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Kentucky Utilities Company 

Condensed Statements of Cash Flows 

For the Nine Months 
Ended 

Cash flows from operating activities: 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation, accretion and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes - net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investment tax credits (Note 7) 
Provision for pension and postretirement benefits . . . . . . . . . . . . . . . . . . . . . . . . .  
Undistributed earnings of unconsolidated venture . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts receivable. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Changes in current assets and liabilities: 

Materials and supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to affiliated companies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other regulatory assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other-net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Pension and postretirement funding (Note 6) . . . . . . . . . . . . . . . . . . . . . . .  . . . .  

Cash flows from investing activities: 
Construction expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Purchases of assets from affiliate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Change in restricted cash. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash flows from financing activities: 

Borrowings from affiliated company (Note 8). . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Repayments on borrowings from affiliated company (Note 8 ) .  . . . . . . . . . . . . . . . . .  
Payment of dividends (Note IO) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Capital contribution (Note 10 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash (used in) provided by financing activities . . . . . . . . . . . . . .  
Change in cash and cash equivalents. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash and cash equivalents at beginning of period. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

September 30, 
2010 2009 -~ 

(Unaudited) 
(Millions of $) 

$ 129 9; 99 

106 99 
42 48 

17 
11 13 
(4) 10 
1 3 

__ 

(34) 

106 

The accompanying notes are an integral p a t  of these condensed financial statements. 
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Kentucky Utilities Company 

Notes to Condensed Financial Statements 
(Unaudited) 

Note 1 I- General 

KU’s common stock is wholly-owned by E.ON ‘IJ.S., an indirect wholly-owned subsidiary of E O N .  In the 
opinion of management, the unaudited condensed financial statements include all adjustments, consisting only of 
normal recurring adjustments, necessary for fair statements of income, comprehensive income, and retained 
earnings, balance sheets, and statements of cash flows for the periods indicated. Certain information and footnote 
disclosures normally included in financial statements prepared in accordance with generally accepted accounting 
principles have been condensed or omitted. These unaudited condensed financial statements and notes should be 
read in conjunction with the Company’s Financial Statements and Additional Information (“Annual Report”) for the 
year ended December 3 1, 2009, including the audited financial statements and notes therein. 

The December 3 1, 2009, condensed balance sheet included herein is derived from the December 3 1, 2009, 
audited balance sheet. Amounts reported in the condensed statements of income are not necessarily indicative of 
amounts expected for the respective annual periods due to the effects of seasonal temperature variations on energy 
consumption, regulatory rulings, the timing of maintenance on electric generating units, changes in mark-to-market 
valuations, changing commodity prices and other factors. 

Certain reclassification entries have been made to the previous year’s financial statements to conform to the 
2010 presentation with no impact on total assets, liabilities and capitalization or previously reported net income and 
net cash flows. 

PPL Acquisition 

On April 28, 2010, E.ON U.S. announced that a Purchase and Sale Agreement (the “Agreement”) had been 
entered into among E.ON US Investments, PPL and E.ON. 

The Agreement provides for the sale of E.ON U.S. to PPL. Pursuant to the Agreement, at closing, PPL will 
acquire all of the outstanding limited liability company interests of E.ON TJS. for cash consideration of $2.6 billion. 
In addition, pursuant to the Agreement, PPL agreed to assume $764 million of pollution control bonds and medium 
term notes and to repay indebtedness owed by E.ON 1J.S. and its subsidiaries to E.ON US Investments and its 
affiliates. Such affiliate indebtedness is currently estimated to be $4.2 billion. The aggregate consideration payable 
by PPL, on closing is currently estimated to be $7.6 billion (including the assumed indebtedness), subject to 
contractually agreed adjustments. 

The transaction is subject to customary closing conditions, including the expiration or termination of the 
applicable waiting period under the Hart-Scott-Rodino Act, receipt of required regulatory approvals (including state 
regulators in Kentucky, Virginia and Tennessee, and the FERC) and the absence of injunctions or restraints imposed 
by governmental entities. As of October 26, 2010, all of the required regulatory approvals were received, and the 
transaction is expected to close on November 1, 2010. 

Change of control and financing-related applications were filed on May 28, 2010, with the Kentucky 
Commission and on June IS, 2010, with the Virginia Commission and the Tennessee Regulatory Authority. An 
application with the FERC was filed on June 28,2010. During the second quarter of 2010, a number of parties were 
gianted intervenor status in the Kentucky Commission proceedings, and data request filings and responses 
occurred. Early termination of the Hart-Scott-Rodino waiting period was received on August 2, 201 0. 

A hearing in the Kentucky Commission proceedings was held on September 8, 2010, at which time a 
unanimous settlement agreement was presented. In the settlement, KU and LG&E commit that no base rate 
increases would take effect before January 1,201 3. The KU and LG&E rate increases that took effect on August 1, 
2010, were not impacted by the settlement. ‘IJnder the terms of the settlement, the Companies retain the right to seek 
approval for the deferral of “extraordinary and uncontrollable costs.” Interim rate adjustments will continue to be 
peimissible during that period for existing fuel, environmental and demand-side management cost trackers. The 
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agreement also substitutes an acquisition savings shared deferral mechanism for the requirement that the Com- 
panies file a synergies plan with the Kentucky Commission. This mechanism, which will be in place until the earlier 
of five years or the first day of the year in which a base rate increase becomes effective, permits the Companies to 
earn up to a 10.75 percent return on equity. Any earnings above a 10.75 percent return on equity will be shared with 
customers on a 50%/50% basis. On September 30,2010, the Kentucky Commission issued an Order approving the 
transfer of ownership of KU and LG&E via the acquisition of E.ON U S .  by PPL, incorporating the terms of the 
submitted settlement. On October 19,2010 and October 21,2010, respectively, Orders approving the acquisition of 
E.ON U S .  by PPL were received from the Virginia Commission and the Tennessee Regulatory Authority. The 
Commissions’ Orders contained a number of other commitments with regard to operations, workforce, community 
involvement and other matters. 

In mid-September 2010, KU and LG&E and other applicants in the FERC change of control proceeding 
reached an agreement with the protesters, whereby such protests have been withdrawn. The agreement, which has 
subsequently been filed for consideration with the FERC, includes various conditional commitments, such as a 
continuation of certain existing undertakings with protesters in piior cases, an agreement not to terminate certain 
KIJ municipal customer contracts prior to January 201 7, an exclusion of any transaction-related costs from 
wholesale energy and tariff customer iates to the extent that the Company has agreed to not seek the same 
transaction-related cost from retail customers and agreements to coordinate with protesters in certain open or 
ongoing matters. A FERC Order approving the transaction was received on October 26, 2010. 

On September 30, 2010, October 19, 2010 and October 21, 2010, respectively, KU received Kentucky 
Commission, Virginia Commission and Tennessee Regulatory Authority approvals to complete certain refinancing 
transactions in connection with the anticipated PPL acquisition and other business factors. Based on credit and 
financial market conditions, KIJ anticipates issuing up to $1 .S billion in first mortgage bonds, the proceeds of which 
will substantially be used to refund existing long-term intercompany debt. On October 29, 2010, as required by 
existing covenants, in connection with the anticipated issuance of any such secured debt, KU completed 
collateralization of certain outstanding pollution control bond debt series which were formerly unsecured. Pursuant 
to such collateralization, approximately $35 1 million in existing pollution control debt became collateralized debt, 
supported by a first mortgage lien. KU also anticipates replacing its $35 million bilateral line of credit with an 
unaffiliated institution by entering into a multi-year revolving credit facility with several financial institutions in an 
aggregate amount not to exceed $400 million. KU may complete these transactions, in whole or in part, during late 
2010 and early 2011. See Note 8, Short-Term and Long-Term Debt, for further information regarding the 
refinancing, remarketing or conversion of existing pollution control debt. 

Recent Accounting Pronouncements 

Fair Value Measureinents 

In January 201 0, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the interim and annual reporting periods beginning after December 15,2009, except for the disclosures 
about the roll-forward of activity in level 3 fair value measurements. Those disclosures are effective for fiscal years 
beginning after December 15,2010, and for interim periods within those fiscal years. This guidance has no impact 
on the Company’s results of operations, financial position, liquidity or disclosures. 

Note 2 - Rates and Regulatory Matters 

KU’s Kentucky base rates are calculated based on a return on capitalization (common equity, long-term debt 
and notes payable) including certain iegulatory adjustments to exclude non-regulated investments and environ- 
mental compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory 
assets or regulatory liabilities are excluded from the return on capitalization utilized in the calculation of Kentucky 
base rates; therefore, a retuin is earned on all Kentucky regulatory assets. 
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KU’s Virginia base rates are calculated based on a return on rate base (net utility plant less deferred taxes and 
miscellaneous deductions). All regulatory assets and liabilities are excluded from the return on rate base utilized in 
the calculation of Virginia base rates. 

For a description of each line item of regulatory assets and liabilities and for descriptions of certain matters 
which may not have undergone material changes relating to the period covered by this quarterly report, reference is 
made to Note 2, Rates and Regulatory Matters, of KU’s Annual Report for the year ended December 31, 2009. 

2010 Kentucky Rate Case 

In January 2010, KTJ filed an application with the Kentucky Commission requesting an increase in electric 
base rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU requested the 
increase, based on the twelve month test year ended October 31, 2009, to become effective on and after March 1, 
2010. The requested rates were suspended until August 1, 2010. A number of intervenors entered the rate case, 
including the AG, certain representatives of industrial and low-income groups and other third parties, and submitted 
filings challenging the Company’s requested rate increases, in whole or in part. A hearing was held on June 8,2010. 
KU and all of the intervenors, except the AG, agreed to a stipulation providing for an increase in electric base rates 
of $98 million annually and filed a request with the Kentucky Cornmission to approve such settlement. An Order in 
the proceeding was issued in July 2010, approving all the provisions in the stipulation. The new rates became 
effective on August 1, 2010. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional customers in an amount of $12 million annually or approximately 21%. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based on a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $1 1 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission Order, KU elected to implement the proposed rates effective November 1,2009, on an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1,2010. AS part of the stipulation, KU refunded approximately $1 million in interim 
rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed detailing the costs of 
the refunds, the accounts charged and details validating that all refunds have been applied. 

FERC Wholesale Rate Case 

In September 2008, KIJ filed an application with the FERC for increases in electric base rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. 
The application requested a shift from an all-in stated unit charge rate to an unbundled formula rate, including an 
annual adjustment mechanism. In May 2009, the FERC issued an Order approving a settlement among the parties in 
the case, incorporating increases of approximately 3% from prior rates and a return on equity of 11 %. In May 2010, 
KU submitted to the FERC the proposed current annual adjustment to the formula rate. This updated rate became 
effective on July 1,  2010, subject to certain review procedures by the wholesale requirements customers and the 
FERC, including potential refunds in the case of disallowed costs or charges. 

By mutual agreement, the parties’ settlement of the 2008 application left outstanding the issue of whether KU 
must allocate to the municipal customers a portion of renewable resources it may be required to procure on behalf of 
its retail ratepayers. In August 2009, the FERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An Order was issued by the FERC in July 2010, indicating that KU is not required to 
allocate a portion of any renewable resources lo the twelve municipalities, thus resolving the remaining issue. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in KU’s balance sheets as of: 

September 30, December 31, 
2010 2009 

(In millions) 

Current regulatory assets: 
Storm restoration(a). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
FAC(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

MISO exit(a). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ECR(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other(c) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  
Total current regulatoi y assets. . . . . . . . . . . . . . . . . . . . . . . . . .  

Non-current regulatory assets: 
Pension benefits(d) . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  

Storm restoration(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ARO(e) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unamoitized loss on bonds(a). . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MISO exit(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other(c) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Subtotal other non-current regulatory assets. . . . . . . . . . . . . . . .  
Total non-current regulatory assets . . . . . . . . . . . . . . . . . . . . . .  

Other non-current regulatory assets: 

Current regulatory liabilities: 
ECR . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
DSM . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
Other( f) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . .  
Non-current regulatory liabilities: 

Accumulated cost of removal of 
Other non-current regulatory liab 

plant . . . . . . . . . . . . . . . . . .  

Deferied income taxes - net . . . . . . . . . . . . . . .  
Postretirement benefits.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MISO exit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other( F) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Subtotal other non-current regulatory liabilities . . . . . . . . . . . . .  
Total non-current regulatory liabilities . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . .  

$105 $105 

52 59 
34 30 
12 12 
4 9 
8 7 

110 117 

$222 

- - 
~ - 

- - $215 - - 

$34.3 $33 1 

8 9 
9 9 
1 4 

7 6 

24 29 

$360 

- - 
- - 

- - $367 - - 

(a) These regulatory assets are recovered through base rates. 

(b) The FAC and ECR regulatory assets have separate recovery mechanisms with recovery within twelve months. 

(c) Other regulatory assets: 

0 Other current and non-current regulatory assets, including the CMRG and KCCS contributions, an EKPC 

* The current portion of the unamortized loss on bonds is recovered through base rates. 

FERC transmission settlement agreement and rate case expenses, are recovered through base rates. 
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0 KU generally recovers the FERC jurisdictional portion of the EKPC FERC transmission settlement 
agreement included in current and non-current regulatory assets in the application of the annual Open 
Access Transmission Tariff formula rate updates. 

0 Recovery of the FERC jurisdictional pension expense in non-current regulatory assets will be requested in a 
future FERC rate case. 

(d) KU generally recovers this asset through pension expense included in the calculation of base rates. 

(e) When an asset with an ARO is retired, the related ARO regulatoi-y asset will be offset against the associated 
ARO regulatory liability, ARO asset and ARO liability. 

(f) Other current and non-current regulatory liabilities includes thc Virginia levelized fuel factor regulatory 
liability, ARO liabilities and a change in accounting method for FERC jurisdictional spare parts. ARO liabilities 
are established from the removal costs accrued through depreciation under regulatory accounting for assets 
associated with AROs. 

Storm Restoration 

In January 2009, a significant ice storm passed through KU's service territory causing approximately 199,000 
customer outages and was followed closely by a severe wind storm in February 2009, which caused approximately 
44,000 customer outages. KU incurred $57 million in incremental operation and maintenance expenses and 
$33 million in capital expenditures related to the restoration following the two storms. The Company filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and 
defer for future recovery approximately $62 million in incremental operation and maintenance expenses related to 
the storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the Company to 
establish a regulatory asset of up to $62 million based on its actual costs for storm damages and service restoration 
due to the January and February 2009 storms. In September 2009, the Company established a regulatory asset of 
$57 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover this asset 
over a ten year period beginning August 1, 2010. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset and defer for future recovery approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of $2 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover 
this asset over a ten year period beginning August 1, 2010. 

FAC 

In August 2010, the Kentucky Commission initiated a six-month review of KU's FAC mechanism for the 
expense period ended April 2010. An order is expected by the end of the year. 

In February 2010, KIJ filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor beginning with service rendered in April 2010. An Order was issued in April 2010, resulting in an 
agreed upon decrease of 23% from the fuel factor in effect for April 2009 through March 2010. 

In January 2010, the Kentucky Commission initiated a six-month review of KIJ's FAC mechanism for the 
expense period ended August 2009. In May 2010, an Order was issued approving the charges and credits billed 
through the FAC during the review period. 

ECR 

In July 2010, the Kentucky Commission initiated a six-month review of KIJ's environmental surcharge for the 
billing period ending April 2010. An order is expected in the fourth quarter of 2010. 
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In January 2010, the Kentucky Commission initiated a six-month review of KIJ’s environmental surchaige for 
the billing period ending October 2009. In May 2010, an Order was issued approving the amounts billed through the 
ECR during the six-month period and the rate of return on capital and allowing recovery of the under-recovery 
position in subsequent monthly filings. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company’s 
generating facilities. During 2009, KU reached a unanimous settlement with all parties to the case, and the 
Kentucky Commission issued an Order approving KU’s application. Recovery on customer bills through the 
monthly ECR surcharge for these prqjects began with the February 2010 billing cycle. At December 31,2009, the 
Company had a regulatory asset of $28 million, which changed to a regulatory liability in the first quarter of 2010, as 
a result of these roll-in adjustments to base rates. At September 30, 2010, the regulatory liability balance was 
$6 million. 

M I S 0  

In August 2010, the FERC issued three Orders accepting most facets of several MISO Revenue Sufficiency 
Guarantee (“RSG’) compliance filings. The FERC ordered the MISO to issue refunds for RSG charges that were 
imposed by the MISO on the assumption that there were rate mismatches for the period beginning November 5, 
2007 through the present. There is no financial statement impact to the Company from this Order, as the M I S 0  had 
anticipated that the FERC would require these refunds and had preemptively included them in the resettlements 
paid in 2009. The FERC denied MISO’s proposal to exempt certain resources from RSG charges, effective 
prospectively. The FERC accepted portions and re.jectec1 portions of the MISO’s proposed RSG rate Redesign 
Proposal, which will be effective when the software is ready for implementation subject to further compliance 
filings. The impact of the Redesign Proposal on the Company cannot be estimated at this time. 

Other Regulatory Matters 

TC2 Depreciatiori 

In August 2009, the Companies jointly filed an application with the Kentucky Commission to approve new 
common depreciation rates for applicable jointly-owned TC2-related generating, pollution control and other plant 
equipment and assets. During December 2009, the Kentucky Commission extended the data discovery process 
through January 2010, and authorized the Companies on an interim basis to begin using the depreciation rates for 
TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final Order approving the 
use of the proposed depreciation rates on a permanent basis. 

TC2 Transniissioii Matters 

K‘IJ’s and L,G&E’s CCN for a transmission line associated with the TC2 construction has been challenged by 
certain property owners in Hardin County, Kentucky. In August 2006, the Companies obtained a successful 
dismissal of the challenge at the Franklin County Circuit Court, which was reversed by the Kentucky Court of 
Appeals in December 2007. In April 2009, the Kentucky Supreme Court granted KU’s and LG&E’s motion for 
discretionary review of the Court of Appeals’ decision. In August 2010, the Kentucky Supreme Court issued an 
Order reversing the decision of the Kentucky Court of Appeals and reinstating the Franklin County Circuit Court’s 
dismissal of the property owners’ challenge to KU’s and LG&E’s CCN. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, several landowners appealed such rulings to the Kentucky Court of Appeals. 
In May 2010, the Kentucky Court of Appeals issued an Order affirming the Hardin Circuit Court’s finding that KU 
had the right to condemn easements on the properties. In May 2010, the landowners filed a petition for 
reconsideration with the Court of Appeals. In July 2010, the Court of Appeals denied that petition. In August, 
2010, the landowners filed for discretionary review of that denial by the Kentucky Supreme Court. 

In a separate proceeding, certain Hardin County landowners filed an action in federal district court in 
Louisville, Kentucky against the U.S. Army challenging the same transmission line claiming that certain 
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Fort Knox-related sections of the line failed to comply with certain National Historic Presei vation Act procedural 
requirements. In October 2009, the federal court granted the defendants’ motion for summary judgment and 
dismissed the plaintiffs’ claims. During November 2009, the petitioners filed submissions for review of the decision 
with the 6th Circuit Court of Appeals. In May 2010, the appellate court issued an ordei approving the plaintiffs’ 
voluntary withdrawal of their appeals. 

Consistent with the regulatory authorizations and relevant legal proceedings, the Companies have completed 
construction activities on temporal y or permanent transmission line segments. During the second quarter of 201 0, 
the Companies placed into operation an appropriate combination of permanent and temporary sections of the 
transmission line. While the Companies are not currently able to predict the ultimate outcome and possible financial 
effects of the remaining legal proceedings, the Companies do not believe the matter involves relevant or continuing 
risks to operations. 

Maitdatory Reliability Standards 

As a result of the EPAct 200.5, certain formerly voluntary reliability standards became mandatory in June 2007, 
and authority was delegated to various Regional Reliability Organizations (“RROs”) by the North American 
Electric Reliability Corporation (“NERC”), which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standards. Failure to comply with mandatory reliability standards can 
subject a registered entity to sanctions, including potential fines of up to $1 million per day, as well as non-monetary 
penalties, depending on the circumstances of the violation. The Companies are members of SERC, which acts as 
KIJ’s and LG&E’s RRO. During December 2009, SERC and the Companies agreed to settlements involving 
penalties totaling less than $1 million for each utility related to their self-reports during June and October 2008, 
concerning possible violations of standards. During December 2009 and April, July and August 2010, the 
Companies submitted ten self-reports relating to various standards, which self-reports remain in the early stages 
of RRO review, and therefore, the Companies are unable to estimate the outcome of these matters. Mandatory 
reliability standard settlements commonly also include non-penalty elements, including compliance steps and 
mitigation plans. Settlements with SERC proceed to NERC and FERC review before becoming final. While the 
Companies believe they are in compliance with the mandatory reliability standards, events of potential non- 
compliance may be identified from time-to-time. The Companies cannot predict such potential violations or the 
outcome of the self-reports described above. 

Note 3 - Asset Retirement Obligation 

A summary of KIJ’s net ARO assets, ARO liabilities and regulatory assets established under the asset 
retirement and environmental obligations guidance of the FASB ASC follows: 

ARO Net ARO Regulatory 
Assets Liabilities Assets 

(In millions) 
~ ~ -.. 

As of December 3 1 , 2 0 0 9 . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 4 $ 0 4 )  $30 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 (2) ARO accretion - 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 - (23) - ARO revaluation 21 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  R.59) $34 As of September 30, 2010. $2.5 - 
- 

- - - - - 
As of September 30,201 0, the Company performed a revaluation of its AROs as a result of recently proposed 

environmental legislation and improved ability to forecast asset retirement costs due to recent construction and 
retirement activity. 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 million for 
the nine months ended September 30, 2010 for the ARO accretion and depreciation expense. KU’s AROs are 
primarily related to the final retirement of assets associated with generating units. 

KIJ transmission and distribution lines largely operate under perpetual property easement agreements which 
do not generally require restoration on removal of the property. Therefore, under the asset retirement and 
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environmental obligations guidance of the FASB ASC, no material asset retirement obligations are recorded for 
transmission and distribution assets. 

Note 4 - Derivative Financial Instruments 

KU is subject to interest rate and commodity price risk related to on-going business operations. It currently 
manages these risks using derivative instruments, including swaps and forward contracts. The Company’s policies 
allow the interest rate risk to be managed through the use of fixed rate debt, floating rate debt and interest rate swaps. 
At September 30, 2010, a 100 basis point change in the benchmark rate on KU’s variable rate debt, not effectively 
hedged by an interest rate swap, would impact pre-tax interest expense by $4 million annually. Although the 
Company’s policies allow for the use of interest rate swaps, as of September 30,2010 and December 31,2009, KU 
had no interest rate swaps outstanding. 

The Company does not net collateral against derivative instruments. 

Energy Trading and Risk Management Activities 

KU conducts energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are principally forward financial transactions to manage price risk 
and are accounted for as non-hedging derivatives on a mark-to-market basis in accordance with the derivatives and 
hedging topic of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter- 
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. When sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Quotes are verified quarterly using an independent pricing source of actual transactions. Quotes for combined off- 
peak and weekend timeframes ale allocated between the two timeframes based on their historical proportional 
ratios to the integrated cost. No other adjustments are made to the forward prices. No changes to valuation 
techniques for energy trading and risk management activities occurred during 2010 or 2009. Changes in market 
pricing, interest rate and volatility assumptions were made during both years. 

KU’s financial assets and liabilities as of September 30, 2010 and December 31, 2009, arising from energy 
trading and risk management contracts not designated as hedging instruments accounted for at fair value total less 
than $1 million and are recorded in prepayments and other current assets and other current liab 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and tiading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their Creditworthiness once transactions have been initiated. To further mitigate credit 
risk, K‘IJ seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security fiom counterparties. The Company uses S&P, Moody’s and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
KU assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At September 30, 2010, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. The Company has reserves against counterparty 
credit risk based on the counterparty’s credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody’s. At September 30, 2010 and December 31, 2009, counterparty credit 
reserves related to energy trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at September 30,2010 and December 31, 
2009, was zero and 43,400 Mwhs, respectively. No cash collateral related to the energy trading and risk 
management contracts was required at September 30, 2010. Cash collateral related to the energy trading and 
risk management contracts was less than $1 million at December 31, 2009. Cash collateral related to the energy 
trading and risk management contracts is categorized as other accounts receivable in the accompanying balance 
sheets. 
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KTJ manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward contracts. Hedge accounting treatment has not been elected for these transactions, and therefore realized 
and unrealized gains and losses are included in the statements of income. 

The following tables present the effect of derivatives not designated as hedging instruments on income: 
Three Months 

Ended 

Loss Recognized in Income 

Unrealized loss. . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Loss Recognized in Income 

September 30, 
2010(a) 2009 
- 
- -- Location 

(In millions) 

Electric revenues 

Nine Months 
Ended 

September 30, 
2010(a) 2009 
~ 

- -  Location 
(In millions) 

Unrealized loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Electric revenues & $(1) - - 

(a) IJnrealized loss was less than $1 million 

Net realized gains were less than $1 million in the three and nine months ended September 30,2010 and 2009, 
respectively. 

Credit Risk Related Contingent Features 

Certain of the Company’s derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based on the 
Company’s credit ratings from each of the major credit rating agencies. At September 30, 2010, there are no 
energy trading and risk management contracts with credit risk related contingent features that are in a liability 
position and no collateral posted in the normal course of business. At September 30,2010, a one notch downgrade of 
the Company’s credit rating would have no effect on the energy trading and risk management contracts or collateral 
required. 

Note 5 -Fair Value Measurements 

KU adopted the fair value guidance in the FASB ASC in two phases. Effective January 1,2008, the Company 
adopted it for all financial instruments and non-financial instruments accounted for at fair value on a recurring basis, 
and January 1,2009, the Company adopted it for all non-financial instruments accounted for at fair value on a non- 
recurring basis. The FASB ASC guidance clarifies that fair value is an exit price, representing the amount that would 
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants. As 
such, fair value is a market-based measurement that should be determined based on assumptions that market 
participants would use in pricing an asset or a liability. As a basis for considering such assumptions, the FASB ASC 
guidance establishes a three-tier value hierarchy, which prioritizes the inputs used in the valuation methodologies in 
measuring fair value. 

The carrying values and estimated fair values of KIJ’s non-trading instruments: 
September 30,2010 December 31,2009 

Carrying Fair Carrying Fair 
Value Value Value Value 

(In millions) 
---- 

Long-term bonds (including current portion of 

Long-term debt to affiliated company (including current 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 351 $ 3.52 $ 351 $ 3.51 

portion of $33 million) . . . . . . . . . . . . . . . . . . . . . . . . .  1,331 1,527 1,331 1,401 
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The long-term bond valuations reflect prices quoted by investment banks, which are active in the market for 
these debt instruments. The fair value of the long-term debt due to affiliated company is determined using an 
internal valuation model that discounts the future cash flows of each loan at current market rates as determined 
based on quotes from investment banks that are actively involved in capital markets for utilities and factor in KU’s 
credit ratings and default risk. The fair values of cash and cash equivalents, accounts receivable, cash surrender 
value of key man life insurance, accounts payable and notes payable are substantially the same as their carrying 
values. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosures topic of the FASB ASC, 
as follows: 

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
markets 

0 Level 2 - Include other inputs that are directly or indirectly observable in the inarketplace 

* Level 3 - IJnobservable inputs which are supported by little or no market activity 

The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use 
of unobservable inputs when measuring fair value. 

The Company classifies its derivative cash collateral balances within level 1 based on the funds being held in a 
demand deposit account. The Company classifies its derivative energy trading and risk management contracts 
within level 2 because it values them using prices actively quoted for proposed or executed transactions, quoted by 
brokers or observable inputs other than quoted prices. 

KU’s financial assets and liabilities as of September 30, 2010 and Deceinber 31, 2009, arising from energy 
trading and risk management contracts accounted for at fair value on a recurring basis total less than $1 million. No 
cash collateral related to the energy trading and risk management contracts was required at September 30, 2010. 
Cash collateral related to the energy trading and risk management contracts was less than $1 million at 
December 3 1, 2009. 

There were no level 3 measurements for the periods ending September 30, 2010 and December 31, 2009. 

Note 6 - Pension and Other Postretirement Benefit Plans 

Net Periodic Benefit Costs 

The following tables provide the components of net periodic benefit cost for pension and other postretirement 
benefit plans. The tables include the costs associated with both KIJ employees and Servco employees who are 
providing services to KU. The Servco costs are allocated to KU based on employees’ labor charges and are 
approximately 53% and 51% of Servco costs for September 30, 2010 and 2009, respectively. 

Pension Benefits 
Three Months Ended Septeniber 30, 

2010 2009 

KU to KU Total KU KU to KU Total KU 
(In millions) 

Servco Allocation Servco Allocation 
- -  - 

Service cost . . . . . . . . . . . . . . . . . . . . . . .  $ 2 $ 1  $ 3  $ 2  $ 1  $ 3  
Interest cost . . . . . . . . . . . . . . . . . . . . . . .  4 2 6 4 2 6 
Expected return on plan assets. . . . . . . . . .  ( 5 )  (2) (7) (3) (1) (4) 

. . . . . . .  1 I Amortization of prior service cost 
. . . . . . . . .  3 1 2 3 1 Amortization of actuarial loss - 2 - 

. . . . . . . . . . . . .  $ 6  $ 5  $ 8  $ 3  $ 3  

I_ __ - - 

- - - - 
- - - - - - - - _._ - Net periodic benefit cost $ 3 - - 
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Other Postretirenient Benefits 
Three Months Ended September 30, 

2010 2009 
(In millions) 

KU to KU(a) Total KU KU to KU(a) Total KU 
Servco Allocation Servco Allocation 

- -  - 
.. . . . . . . . . . . . . . . . . . . . . . .  $1 Interest cos t .  - $2 

. . . . . . . . . . . . . . .  $2 $1 $1 $- 
- $-- _. $2 - $1 - $-- - 

- - - - Net periodic benefit cost. $2 - $-- - - - - - - - 

(a) amounts are less than $1 million 
Pension Benefits 

Nine Months Ended September 30, 
2010 2009 

(in millions) 

KU to I<U Total KU KU lo KU Total KU 

- 

Servco Allocation Servco Allocation 
- -  - 

Service cost . . . . . . . . . . . . . . . . . . . . . .  $ 5 $ 4  $ 9  $ 4  $ 4  $ 8  
Interest cost . . . . . . . . . . . . . . . . . . . . . .  14 6 20 13 5 18 
Expected return on plan assets . . . . . . . .  (13) ( 5 )  (18) (10) (4) (14) 

. . . . .  1 1 1 1 2 Amortization of prior service cost .  
. . . . . . . . .  7 6 2 8 2 Amortization of actuarial loss - 5 

$ 8  

__ 

- -- -- - 
. . . . . . . . . . . .  $ 8  $22 Net periodic benefit cost. - - $ 11 __. - __._ - $ 19 $ 14 - -  - -  - 

Other Postretirenient Benefits 
Nine Months Ended Septeniher 30, 

2009 - 2010 
(In millions) 

KU to I<U Total KU __ KU to KU Total KU 
Servco Allocation Servco Allocation 

- 
Service cost. . . . . . . . . . . . . . . . . . . . . . . .  $ 1 $ 1  $ 2  $ 1  $ 1  $ 2  

3 . . . . . . . . . . . . . . . . . . . . . . .  4 3 Interest cost. 4 __ 

(1) - Expected return on plan assets (1) 
1 Amortization of transitional obligation - 1 - - - - 1 

. . . . . . . . . . . . . .  $ 6  $ 5  $ 6  $ 1  Net periodic benefit cost - $ 5  - $ 1  - 

- 
- - . . . . . . . . . .  - 
I_ . . . .  ___ 1 - 

- - - __. - - - - - 

Contributions 

In January 2010, KU and Servco made discretionary pension plan contributions of $13 million and $9 million, 
respectively. The amount of future contributions to the pension plan will depend on the actual return on plan assets 
and other factors, but the Company’s intent is to fund the pension plan in a manner consistent with the requirements 
of the Pension Protection Act of 2006. 

Through September 2010, KU made contributions to other postretirement benefit plans totaling $4 million. An 
additional contribution totaling $1 million was made in October. The Company anticipates further funding to match 
the annual postretirement expense and funding the 401(h) plan up to the maximum amount allowed by law. 

Health Care Reform 

In March 2010, Health Care Reform (the Patient Protection and Affordable Care Act of 2010) was signed into 
law. Many provisions of Health Care Reform do not take effect for an extended period of time, and many aspects of 
the law which are currently unclear or undefined will likely be clarified in future regulations. 
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During each of the three and nine months ended September 30,2010, KIJ recorded an income tax expense of 
less than $1 million, to recognize the impact of the elimination of the tax deduction related to the Medicare Retiree 
Drug Subsidy that becomes effective in 2013. 

Specific provisions within Health Care Reform that may impact KU include: 

0 Beginning in 201 1, requirements extend dependent coverage up to age 26, remove the $2 million lifetime 
maximum and eliminate cost sharing for certain preventative care procedures. 

* Beginning in 2018, a potential excise tax is expected on high-cost plans providing health coverage that 
exceeds certain thresholds. 

KU continues to evaluate all implications of Health Care Reform on its benefit programs but at this time cannot 
predict the significance of those implications. 

Note 7 - Income Taxes 

A TJnited States consolidated income tax return is filed by E.ON TJ.S.’s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KU, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2007 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2008 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Tax years beginning with 
2007 were examined under an IRS pilot program named “Compliance Assurance Process” (“CAP”). This program 
acceIerates the IRS’ review to begin during the year applicable to the return and ends 90 days after the return is filed. 
For 2008, the IRS allowed additional deductions in connection with the Company’s application for a change in 
repair deductions and disallowed some of the bonus depreciation claimed on the original return. The net temporary 
tax impact for the Company was $12 million and was recorded in the second quarter of2010. Tax years 2009 and 
201 0 are also being examined under CAP. The 2009 federal retuin was filed in the third quarter, and the IRS issued a 
Partial Acceptance Letter with the 2009 return. The IRS is continuing to review bonus depreciation, storms and 
other repairs. No material impact is expected from the IRS review. For the tax year 2010, no material items have 
been raised by the IRS at this time. 

Additions and reductions of uncertain tax positions during 2010 and 2009 were less than $ 1  million. Possible 
amounts of uncertain tax positions for KTJ that may decrease within the next 12 months total less than $1 million and 
are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than $1 million of 
unrecognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued reIated to unrecognized tax benefits was 
less than $1 million as of September 30,2010 and December 3 1,2009. The interest expense and interest accrued is 
based on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the 
date of adoption, the Company accrued less than $1 million in interest expense on uncertain tax positions. KIJ 
records the interest as interest expense and penalties as operating expenses in the income statement and accrued 
expenses in the balance sheet, on a pre-tax basis. No penalties were accrued by the Company through September 30, 
2010. 

In June 2006, the Companies filed a joint application with the 1J.S. Department of Energy (“DOE’) requesting 
certification to be eligibIe for investment tax credits applicable to the construction of TC2. In November 2006, the 
DOE and the IRS announced that KU was selected to receive $101 million in tax credits. A final IRS certification 
required to obtain the investment tax credits was received in August 2007. In September 2007, KU received an 
Order from the Kentucky Commission approving the accounting of the investment tax credits, which includes a full 
depreciation basis adjustment for the amount of the credits. Based on eligible construction expenditures incurred, 
KU recorded investment tax credits of $6 and $17 million during the three and nine months ended September 30, 
2009, decreasing current federal income taxes. As of December 3 1,2009 KIJ had recorded its maximum credit of 
$101 million. The income tax expense impact from amortizing these credits over the life of the related property will 
begin when the facility is placed in service, which is expected to occur by year end. 
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In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. The plaintiffs voluntarily dismissed their 
complaint in August 2010. 

A reconciliation of differences between the income tax expense at the statutory U S .  federal income tax rate 
and the Company’s actual income tax expense follows: 

Three Months Nine Months 
Ended Ended 

September 30, September 30, 

(In millions) 
2010 2009 2010 2009 

Statutory federal income tax expense. .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 30 $ 37 $ 72 $ 52 
State income taxes - net of federal benefit . . . . . . . .  3 4 8 4 

(3) Dividends received deduction related to EEI investmen - __ __ 

Other differences - net. . .  . . . . . . . . . . . . . . . . . . . . . . . .  (1) (2) (4) (4) 
Income taxexpense . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 32 $ 39 $ 76 $ 49 

- - - -  

- -  - - - -  
Effective income tax rate. . . . .  . ~ . ~ . .  37.2% 37.1% 37.1% 33.1% 

The amounts shown in the table above are rounded to the nearest $1 million; however, the effective income tax 
rates are based on actual underlying amounts. Other differences - net includes the qualified production activities 
deduction and excess deferred taxes on depreciation. 

The effective tax rate for the nine months ended September 2010 was higher than the rate foi the nine months 
ended 2009 due to state income taxes - net of federal benefit being lower due to a coal credit recorded in 2009 and 
a lower dividends received deduction primarily due to the lack of EEI dividends in 2010. 

Note 8 -I Short-Term and Long-Term Debt 

KU’s long-term debt includes $228 million of pollution control bonds that are classified as current portion of 
long-term debt because these bonds are subject to tender for purchase at the option of the holder and to mandatory 
tender for purchase upon the occurrence of certain events. These bonds include: 

Mercer Co. 2000 Series A, due May 1, 2023, variable% . . . . . . . . . . . . . . . . . . . . . . . .  
Carroll Co. 2002 Series A, due February 1, 2032, variable% . . . . . . . . . . . . . . . . . . . . .  
Carroll Co. 2002 Series B, due February 1, 2032, variable% . . . . . . . . . . . . . . . . . . . . .  
Carroll Co. 2008 Series A, due February 1, 2032, variable% . . . . . . . . . . . . . . . . . . . . .  
Mercer Co. 2002 Series A, due February 1,  2032, variable% . . . . . . . . . . . . . . . . . . . . .  
Muhlenberg Co. 2002 Series A, due February 1, 2032, variable% . . . . . . . . . . . . . . . . .  
Carroll Co. 2004 Series A, due October 1, 20.34, variable% . . . . . . . . . . . . . . . . . . . . . .  
Carroll Co. 2006 Series B, due October 1, 2034, variable% . . . . . . . . . . . . . . . . . . . . . .  

(In millions) 

$ 1.3 
21 

2 
78 

8 
2 

50 
54 

$228 
- 
- - 

The average annualized interest rates for these bonds follow: 
September 30, 
2010 2009 - -  

Three months ended . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.37% 0.5 I % 
Nine months ended . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.36% 0.65% 

Pollution control bonds are obligations of KIJ issued in connection with tax-exempt pollution control bonds 
issued by counties in Kentucky. A loan agreement obligates the Company to make debt service payments to the 
counties that equate to the debt service due from the counties on the related pollution control bonds. The loan 
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agreement is an unsecured obligation of the Company. Debt issuance expense is capitalized in either regulatory 
assets or current or long-term other assets and amortized over the lives of the related bond issues, consistent with 
regulatory practices. 

In October 2010, KU’s pollution control bonds were converted from unsecured debt to debt which is 
collateralized by first mortgage bonds. Also in October 201 0, one national rating agency revised downward the 
short-term credit rating of the pollution control bonds and the Company’s issuer rating as a result of the pending 
acquisition by PPL. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings have been 
reduced due to exposures relating to insurance of sub-prime mortgages. At September 30, 2010, KU had an 
aggregate $35 1 million of outstanding pollution control indebtedness, of which $96 million is in the form of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. Since 2008, the Company experienced “failed auctions” when there were insufficient bids for the 
bonds. When a failed auction occurs, the inteiest rate is set pursuant to a formula stipulated in the indenture. 

The average annualized interest rates on the auction rate bonds follow: 

September 30, 
2010 2009 - -  

Three months ended. . . . . . . . . . . . . . . .  0.61% 0.34% 
Nine months ended . . . .  0.50% 0.51% 

The instruments governing these auction rate bonds permit KU to convert the bonds to other interest rate 
modes, such as various short-term variable rates, long-term fixed rates or intermediate-term fixed rates that are reset 
infrequently. In June 2009, one national rating agency downgraded the credit rating of an insurer of the Company’s 
bonds. As a result, the national rating agency downgraded the rating on the Carroll County 2002 Series C bond. The 
national agency’s rating of this bond is now based on the rating of the Company rather than the rating of the insurer 
since the Company’s rating is higher. 

The Company participates in an intercompany money pool agreement wherein E.ON 1J.S. and/or LG&E make 
funds available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 million. 
Details of the balances are as follows: 

Total Money Amount Balance Average 
Pool Available Outstanding Available Interest Rate 

(In millions) 
-- 

September 30, 2010 $400 $6 1 $339 0.28% 
December 31, 2009 $400 $45 $355 0.20% 

E.ON U S .  maintained revolving credit facilities totaling $3 13 million at September 30, 2010 and Decem- 
ber 31, 2009, to ensure funding availability for the money pool. At September 30, 2010, one facility, totaling 
$150 million, was with E.ON North America, Inc. while the remaining line, totaling $163 million, was with Fidelia; 
both are affiliated companies. The balances are as follows: 

Total Amount Balance Average 
Available Outstanding Available Interest Rate 

(In millions) 

September 30, 2010 . . . . . . . . . . . . . . . . . . . . . . .  $313 $181 $132 1.44% 
December 31, 2009. . . . . . . . . . . . . . . . . . . . . . . .  $313 $276 $ 37 1.25% 

As of September 30, 2010, the Company maintained a $35 million bilateral line of credit, maturing in June 
2012, with an unaffiliated financial institution. At September 30,2010, there was no balance outstanding under this 
facility. The Company also maintains letter of credit facilities that support $195 million of the $228 million of bonds 
that can be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, 
the letter of credit would fund the investor’s payment. 
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There were no redemptions or issuances of long-term debt year-to-date through September 30,2010. KU was 
in compliance with all debt covenants at September 30, 2010 and December 31, 2009. See Note 1,  General, for 
certain debt refinancing and associated transactions which are anticipated by KTJ in connection with the PPL 
acquisition and Note 10, Related Party Transactions, for long-term debt payable to affiliates. 

Note 9 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2, Rates and Regulatory Matters), material 
changes have not occurred in the current status of various commitments or contingent liabilities from that discussed 
in the Company's Annual Report for the year ended December 3 1,2009 (including, but not limited to Note 2, Rates 
and Regulatory Matters; Note 9, Commitments and Contingencies; and Note 12, Subsequent Events, contained 
therein). See the Company's Annual Report regarding such commitments or contingencies. 

Letters of Credit 

KU has provided letters of credit as of September 30, 2010 and December 31, 2009, for on-balance sheet 
obligations totaling $198 million to support bonds of $195 million and a letter of credit for off-balance sheet 
obligations totaling less than $1 million to support certain obligations related to workers' compensation. 

Owensboro Contract Litigation and Contract Termination 

In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit against KIJ concerning a long- 
term power supply contract (the "OMU Agreement") with KU. In May 2009, KU and OMU executed a settlement 
agreement resolving the matter on a basis consistent with prior court rulings, and the Company has received the 
agreed settlement amounts. Pursuant to the settlement's operation, the OMU agreement terminated in May 201 0. In 
connection with such termination, K'IJ has recorded a net receivable totaling $4 million reflecting its estimate of 
remaining adjustments concerning prior accruals. The parties are engaged in discussions to resolve those remaining 
adjustments. 

Construction Program 

KIJ had approximately $167 million of commitments in connection with its construction program at 
September 30, 2010. 

In .June 2006, the Companies entered into a construction contract regarding the TC2 project. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are sub"ject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. During 2009 and 2010, the Companies 
received several contractual notices from the TC2 construction contractor asserting historical force mqjeure and 
excusable event claims for a number of adjustments to the contract price, construction schedule, commercial 
operations date, liquidated damages or other relevant provisions. In September 201 0, the Companies and 
construction contractor agreed to a settlement to resolve certain force majeure and excusable event claims 
occurring through July 2010, under the TC2 construction contract, which settlement provided for a limited, 
negotiated extension of the contractual commercial operations date and/or relief from liquidated damages 
calculations. During commissioning activities in the second and third quarters, separate delays have occurred 
related to burner malfunctions and an excitation transformer failure. Certain temporary or permanent repairs for 
both matters have been completed, are underway or are pIanned for appropriate future outage periods. Commis- 
sioning steps resumed in October 2010, and a revised commercial operations date is currently expected by year end. 
The parties are analyzing the treatment of these additional delays under the liquidated damages provisions of the 
construction agreement. The Companies cannot currently estimate the ultimate outcome of these matters, including 
the extent, if any, that such outcome may result in materially increased costs for the construction of TC2, further 
changes in the TC2 construction completion or commercial operation dates or potential effects on levels of power 
purchases or wholesale sales due to such changed dates. 
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TC2 Air Permit 

The Sierra Club and other environmental groups filed a petition challenging the air permit issued for the TC2 
baseload generating unit which was issued by the KDAQ in November 2005. In September 2007, the Secretary of 
the Kentucky Environmental and Public Protection Cabinet issued a final Order upholding the permit. The 
environmental groups petitioned the EPA to object to the state permit and subsequent permit revisions. In 
determinations made in September 2008 and June 2009, the EPA rejected most of the environmental groups’ 
claims, but identified three permit deficiencies which the KDAQ addressed by revising the permit. In August 2009, 
the EPA issued an Order denying the remaining claims with the exception of two additional deficiencies which the 
KDAQ was directed to address. The EPA determined that the proposed permit subsequently issued by the KDAQ 
satisfied the conditions of the EPA Order although the agency recommended certain enhancements to the 
administrative record. In January 201 0, the KDAQ issued a final permit revision incorporating the proposed 
changes to address the EPA objections. In March 2010, the environmental groups submitted a petition to the EPA to 
ob,ject to the permit revision, which is now pending before the EPA. The Company believes that the final permit as 
revised should not have a material adverse effect on its financial condition or results of operations. However, until 
the EPA issues a final ruling on the pending petition and all applicable appeals have been exhausted, the Company 
cannot predict the final outcome of this matter. 

Thermostat Replacement 

During January 2010, the Companies announced a voluntary plan to replace certain thermostats, which had 
been provided to customers as part of the Companies’ demand reduction programs, due to concerns that the 
thermostats may present a safety hazard. IJnder the plan, the Companies have replaced approximately 90% of the 
estimated 14,000 thermostats that need to be replaced. Total estimated costs associated with the replacement 
program are $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement 
program or other effects or developments which may be associated with the thermostat replacement matter at this 
time. 

OVEC 

KIJ holds a 2.5% investment interest in OVEC with 10 other electric utilities. KU is not the primary 
beneficiary; therefore the investment is not consolidated into the Company’s financial statements, but is recorded on 
the cost basis. OVEC is located in Piketon, Ohio, and owns and operates two coal-fired power plants, Kyger Creek 
Station in Ohio, and Clifty Creek Station in Indiana. KU is contractually entitled to 2.5% of OVEC’s output, 
approximately 55 Mw of generation capacity. Pursuant to the OVEC power purchase contract, the Company may be 
conditionally responsible for a 2.5% pro-rata share of certain obligations of OVEC under defined circumstances. 
These contingent liabilities may include unpaid OVEC indebtedness as well as shortfall amounts in certain excess 
decommissioning costs and post-retirement benefits other than pension. K‘IJ’s potential proportionate share of 
OVEC’s September 30, 2010 outstanding debt was $3.5 million. 

Environmental Matters 

The Company’s operations are subject to a number of environmental laws and regulations in each of the 
jurisdictions in which it operates governing, among other things, air emissions, wastewater discharges, the use, 
handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. As indicated below and summarized at the conclusion of this section, evolving environmental 
regulations will likely increase the level of capital and operating and maintenance expenditures incurred by the 
Company during the next several years. Based on prior regulatory precedent, the Company believes that many costs 
of complying with such pending or future requirements would likely be recoverable under the ECR or other 
potential cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 

Aiiibierzt Air Qunlity. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as NAAQS. Each state must 
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identify “nonattainment areas” within its boundaries that fail to comply with the NAAQS and develop a SIP to bring 
such nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must develop and 
implement a plan. As the EPA increases the stringency of the NAAQS through its periodic reviews, the attainment 
status of various areas may change, thereby triggering additional emission reduction obligations under revised SIPs 
aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in SO, 
and NOx emissions from powei plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiiing reductions in NOx 
emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the midwestem IJS. to the 
northeastem US.  To implement the new federal requirements, Kentucky amended its SIP in 2002 to require electric 
generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the 
EPA issued the CAIR which required additional SOz emission reductions of 70% and NOx emission reductions of 65% 
from 2003 levels. The CAIR piovided for a two-phase cap and trade program, with initial reductions of NOx and SOz 
emissions due by 2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to amend 
its SIP to adopt state requirements similar to those under the federal C A R .  

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, diiecting the EPA to promulgate a new iegulation but 
leaving the CAIR in place in the interim. The remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and the Companies’ compliance plans relating thereto due to the 
interconnection of the CAIR with such associated programs. 

In January 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. In addition, the EPA published final revised NAAQS standards for nitrogen dioxide (“NO;’) and SOz in 
February 2010 and June 2010, respectively, which are more stringent than previous standads. Depending on the level of 
action determined necessary to bring local nonattainment areas into compliance with the revised NAAQS standards, 
KIJ’s power plants are potentially subject to requirements for additional reductions in SO, and NOx emissions. 

In July 2010, the EPA issued the proposed CATR, which serves to replace the CAIR. The CATR provides for a 
two-phase SOz reduction program with Phase I reductions due by 2012, and Phase I1 reductions due by 2014. The 
CATR provides for NOx reductions in 2012, but the EPA advised that it is studying whether additional NOx 
reductions should be required for 2014. The CATR is more stringent than the CAIR as i t  accelerates certain 
compliance dates and provides for only intrastate and limited interstate trading of emission allowances. In addition 
to its preferred approach, the EPA is seeking comment on an alternative approach which would piovide foi 
individual emission limits at each power plant. The EPA has announced that it will propose additional “transport” 
rules to address compliance with ievised NAAQS standards for ozone and particulate matter which will be issued by 
the EPA in the future, as discussed below. 

Hazardous Air PolhrtnritJ. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions from electric utilities and submitted a report to Congress identifying meicury emissions from coal-fired 
power plants as warranting further study. In 2005, the EPA issued the CAMR establishing mercury standards for 
new power plants and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with initial reductions 
due by 2010, and final reductions due by 201 8. The CAMR provided for reductions of 70% from 2003 levels. The 
EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 mercury reduction targets would be 
achieved as a “co-benefit” of the controls installed for purposes of compliance with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology iule to replace the 
CAMR with a proposed rule due by March 201 1, and a final rule due by November 201 1. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new rules with different or more stringent 
requirements for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its 
corresponding state mercury regulations. 

Acid Rairi Prograrn. The Clean Air Act imposed a two-phased cap and trade program to reduce SOz 
emissions from power plants that were thought to contiibute to “acid rain” conditions in the northeastern US. The 
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Clean Air Act also contains requirements for power plants to reduce NOx emissions through the use of available 
combustion controls. 

Regional Haze. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable piogress toward 
preventing future impairment and remedying any existing impairment of visibility in those areas In 2005, the EPA 
issued its Clean Air Visibility Rule detailing how the Clean Air Act’s BART requirements will be applied to 
facilities, including power plants, built between 1962 and 1974 that emit certain levels of visibility impairing 
pollutants. Under the final rule, as the C A R  provided FOI more visibility improvement than BART, states are 
allowed to substitute CAIR requiiements in their regional haze SIPs in lieu of controls that would otherwise be 
required by BART. The final rule has been challenged in the courts. Additionally, because the regional haze SIPs 
incorporate certain CAIR requirements, the remand of the CAIR could potentially impact regional haze SIPs. See 
“Ambient Air Quality” above for a discussion of CAIR-related uncei tainties. 

Imtallutiori of Polllition Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on every generating unit. TJnder cap and trade 
programs, companies are free to focus their pollution contiol efforts on plants where such controls are particularly 
efficient and utilize the resulting emission allowances for smaller plants where such controls are not cost effective. KU 
met its Phase I SO2 requirements primarily through installation of FGD equipment on Ghent ‘IJnit 1. KU’s strategy for its 
Phase LT SOz requirements, which commenced in 2000, includes the installation of additional FGD equipment, as well as, 
using accumulated emission allowances and fuel switching to defer certain additional capital expenditures. In order to 
achieve the NOx emission reductions mandated by the NOx SIP Call, KIJ installed additional NOx controls, including 
SCR technology, during the 2000 through 2009 time period at a cost of $221 million. In 2001, the Kentucky Commission 
granted approval to recover the costs incuired by KU for these projects through the ECR mechanism. Such monthly 
recovery is subject to periodic ieview by the Kentucky Commission. 

In order to achieve cuirently mandated emissions reductions, KU expects to incur additional capital expen- 
ditures totaling approximately $285 million during the 20 10 through 2012 time period for pollution controls 
including FGD and SCR equipment and additional operating and maintenance costs in operating such controls. In 
200.5, the Kentucky Commission granted approval to recover the costs incurred by the Company for these projects 
through the ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. 
KU believes its costs in reducing SOz, NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. KU’s compliance plans are subject to many factors including developments in 
the emission allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and 
advances in clean air technology. KU will continue to monitor these developments to ensure that its environmental 
obligations are met in the most efficient and cost-effective manner. See “Ambient Air Quality” above for a 
discussion of CAIR-related uncertainties. 

GHG Developnzerit~. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U.S. has not ratified the Kyoto 
Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. As 
discussed below, legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GHG emission reduction programs, including 11  northeastern U.S. states and the District of Columbia 
under the Regional GHG Initiative program and California. Substantial efforts to pass federal GHG legislation are 
on-going. The current administration has announced its support for the adoption of mandatory GHG reduction 
requirements at the federal level. The IJnited States and other countries met in Copenhagen, Denmark in December 
2009, in an effort to negotiate a GHG reduction treaty to succeed the Kyoto Protocol, which is set to expire in 201 3. 
In Copenhagen, the U.S. made a nonbinding commitment to, among other things, seek to reduce GHG emissions to 
17% below 2005 levels by 2020 and provide financial support to developing countries. The United States and other 
nations are scheduled to meet in Cancun, Mexico in late 2010 to continue negotiations toward a binding agreement. 

KU is monitoring on-going efforts to enact GHG reduction requirements and require- 
ments governing carbon sequestration at the state and federal level and is assessing potential impacts of such 

GHG Legislatioil. 
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programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, which is a comprehensive energy bill containing the first-ever 
nation-wide GHG cap and trade program. The bill would provide for reductions in GHG emissions of 3% below 
2005 levels by 2012, 17% by 2020 and 83% by 2050. In order to cushion potential rate impacts for utility customers, 
approximately 43% of emissions allowances would initially be allocated at no cost to the electric utility sector, with 
this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would also establish a renewable 
electricity standard requiring utilities to meet 20% of their electricity demand through renewable energy and energy 
efficiency by 2020. The bill contains additional provisions regarding carbon capture and sequestration, clean 
transportation, smart grid advancement, nuclear and advanced technologies and energy efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act, which is largely patterned on the House 
legislation, was introduced in the 1J.S. Senate. The Senate bill raises the emissions reduction target for 2020 to 20% 
below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked detailed 
provisions for the allocation of emissions allowances, a subsequent revision incorporated allowance allocation 
provisions similar to the House bill. In 2010, Senators Kerry and Lieberman and others have undertaken additional 
work to draft GHG legislation but have introduced no bill in the Senate to date. In July 2010, Senate Majority Leader 
Reid announced that he did not anticipate that GHG legislation would be brought to the Senate floor in the current 
session. The Company is closely monitoring the progress of pending energy legislation, but the prospect for passage 
of comprehensive GHG legislation in 201 0 is uncertain. 

GHG RegiiIitiorzJ. In April 2007, the lJ.S. Supreme Court ruled that the EPA has the authority to regulate GHG 
under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that GHGs 
endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final endangerment 
finding was issued in December 2009. In September 2009, the EPA issued a final GHG reporting rule requiring reporting 
by facilities with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A number of the 
Company’s facilities will be required to submit annual reports commencing with calendar year 2010. In May 2010, the 
EPA issued a final GHG “tailoring” rule requiring new or modified sources with GHG emissions equivalent to at least 
75,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration Program. Such new or 
modified facilities would be required to install Best Available Control Technology. While the Company is unaware of 
any currently available GHG control technology that might be required for installation on new or modified power plants, 
it is currently assessing the potential impact of the rule. The final iule will apply to new and modified power plants 
beginning in January 201 1. The Company is unable to predict whether mandatory GHG reduction requirements will 
ultimately be enacted through legislation or regulations. 

GHG Litigdorz. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against barious companies with GHG emitting facilities. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. In March 2010, the court vacated the opinion of the three-judge panel and granted 
a motion for rehearing but subsequently denied the appeal due to the lack of a quorum. The appellate ruling leaves in 
effect the lower couit ruling dismissing the plaintiffs’ claims. The petitioners filed a petition for a writ of mandamus 
with the Supreme Court in August 2010. The Comer complaint alleges that GHG emissions from the defendants’ 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the indirect 
parent of the Companies, was included as a defendant in the complaint but has not been subject to the proceedings 
due to the failure of the plaintiffs to pursue seivice under the applicable international procedures. The Companies 
are currently unable to predict further developments in the Comer case and continue to monitor relevant GHG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

Gherzt Opacity NOV: In September 2007, the EPA issued an NOV alleging that KIJ had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and July of 2007 at IJnits 1 and 3 of 
K1J’s Ghent generating station. The parties have met on this matter and K1J has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties or remedial measures may result. 
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Glzeril New Source Review NOV: In March 2009, the EPA issued an NOV alleging that KU violated certain 
provisions of the Clean Air Act’s rules governing new source review and prevention of significant deterioration by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information iequest seeking 
additional information on this matter. In March 2010, the Company received an EPA settlement proposal providing 
for imposition of additional permit limits and emission controls and anticipates continued settlement negotiations 
with the EPA. Depending on the provisions o f a  final settlement or the results of litigation, if any, resolution of this 
matter could involve significant increased operating and capital expenditures. The Company is currently unable to 
determine the final outcome of this matter or the impact of an unfavorable determination on the Company’s 
financial position or results of operations. 

Ash Poric1.s orid Coal-Coori?Dzr~fiori Byprodzrcts. The EPA has undertaken various initiatives in response to the 
December 2008 impoundment failure at the Tennessee Valley Authority’s Kingston power plant, which resulted in a 
major release of coal combustion byproducts into the environment. The EPA issued information requests to ut 
throughout the country, including KU, to obtain information on their ash ponds and other impoundments. In 
addition, the EPA inspected a large number of impoundments located at power plants to determine their structural 
integrity. The inspections included several of KU’s impoundments, which the EPA found to be in satisfactory 
condition. In June 2010, the EPA published proposed regulations for coal combustion byproducts handled in 
landfills and ash ponds. The EPA has proposed two alternatives: (1) regulation of coal combustion byproducts in 
landfills and ash ponds as a hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with 
minimum national standards. IJnder both alternatives, the EPA has proposed safety requirements to address the 
structural integrity of ash ponds. In addition, the EPA will consider potential iefinements of the piovisions for 
beneficial reuse of coal combustion byproducts. 

Wciter Discharges cuid PCB Regirlntioiis. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
(“PCB”) in electrical equipment. The Company is monitoring these ongoing iegulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

bizpact of Peridirig orid Fcitiire Biviroririzerztnl Developriierits. As a company with significant coal-fired 
generating assets, KIJ will likely be substantially impacted by pending or future environmental rules 01 legislation 
requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent standards on 
discharges to waterways, or establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations will likely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by the Company over the next several years. Due to the 
uncertain nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets 
and the deadlines that will be applicable, the Company cannot finalize estimates of the potential compliance costs, 
but should the final rules incorporate additional emission reduction requirements, require more stringent emissions 
controls or implement more stringent byproducts storage and disposal practices, such costs will likely be 
significant. With respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, 
based on a preliminary analysis of proposed regulations, the Company may be required to consider actions such as 
upgrading existing emissions controls, installing additional emissions controls, upgrading byproducts disposal and 
storage and possible early replacement of coal-fired units. Capital expenditures for KIJ associated with such actions 
are preliminarily estimated to be in the $1.7 billion range over the next 10 years, although final costs may 
substantially vary. With respect to potential developments in water discharge, revised PCB standards or GHG 
initiatives, costs in such areas cannot be estimated due to the preliminary status or uncertain outcome of such 
developments, but would be in addition to the above amount and could be substantial. Ultimately, the precise impact 
on the Company’s operations of these various environmental developments cannot be determined prior to the 
finalization of such requirements. Based on prior regulatory piecedent, the Company believes that many costs of 
complying with such pending or future requirements would likely be recoverable under the ECR or other potential 
cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities 
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TC2 Wnier Perinif. In May 2010, the Kentucky Waterways Alliance and othei environmental groups filed a 
petition with the Kentucky Energy and Environment Cabinet challenging the Kentucky Pollutant Discharge 
Elimination System permit issued in April 2010, which covers water discharges from the Trimble County 
generating station. In October 2010, the hearing officer issued a report and recommended order providing for 
dismissal of the claims raised by the petitioners. IJntil such time as the Secretary issues a final order of the agency 
and all appeals are exhausted, the Company is unable to predict the outcome or precise impact of this matter. 

Generd Bzviror~~neiztclI Proceedings. From time to time, KU appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable envi- 
ronmental laws and regulations. Such matters include a prior Section 1 14 information request from the EPA relating 
to new-source issues at KU’s Ghent unit 2; completed settlement with state regulators regarding compliance with 
particulate limits in the air permit for KU’s Tyrone generating station; remediation activities for or other risks 
relating to elevated PCB levels at existing properties; liability under the Comprehensive Environmental Response, 
Compensation and Liability Act for cleanup at various off-site waste sites; and claims regarding the GHG emissions 
from the Company’s generating stations. Based on analysis to date, the resolution of these matters is not expected to 
have a material impact on the Company’s operations. 

Note 10 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between KU and E.ON 1J.S. subsidiaries are eliminated on consolidation of E.ON U.S. Transactions between KU 
and E.ON subsidiaries are eliminated on consolidation of E.ON. These transactions are generally performed at cost 
and are in accordance with FERC regulations under the Public Utility Holding Company Act of 2005 and the 
applicable Kentucky Commission and Virginia Commission regulations. The significant related party transactions 
are disclosed below. 

Intercompany Wholesale Sales and Purchases 

KIJ and LG&E jointly dispatch their generation units with the lowest cost generation used to serve their retail 
native load. When LG&E has excess generation capacity after serving its own retail native load and its generation 
cost is lower than that of KU, KU purchases electricity from LG&E. When KU has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of LG&E, LG&E purchases electricity 
from KIJ. These transactions are recorded as intercompany wholesale sales and purchases are recorded by each 
company at a price equal to the seller’s fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
Companies. The volume of energy each company has to sell to the other is dependent on its native load needs and its 
available generation. 

These sales and purchases are included in the statements of income as operating revenues, power purchased 
expenses and other operation and maintenance expenses. KU’s intercompany electric revenues and power 
purchased expense were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2010 2009 2010 2009 
(In millions) 

---- 
Electric operating revenues from LG&E. . . . . . . . . . $ 3 $ 2  $13 $18 
Power purchased and related operations and 

maintenance expenses from LG&E. . . . . . . . . . . . 22 22 71 82 

Interest Charges 

See Note 8, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements. Inter- 
company agreements do not require interest payments for receivables related to services provided when settled 
within 30 days. 
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KU's interest expense to affiliated companies was as follows: 
Three Months Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 

(In millions) 
---- 

Interest on Fidelia loans . . . . . . . . . . . . . . . . . . . . .  $18 $18 $55 $5 1 

Interest expense paid to E.ON U S .  on the money pool arrangement was less than $1 million for the three and 
nine months ended September 30, 2010 and 2009. 

Dividends 

In September 2010, the Company paid dividends of $SO million to its common shareholder, E.ON U.S. 

Capital Contributions 

respectively, from its common shareholder, E.ON 1J.S. 
In March and June 2009, the Company received capital contributions of $50 million and $25 million, 

Other Intercompany Billings 

Servco provides the Company with a variety of centralized administrative, management and support services. 
These services include payroll taxes paid by Servco on behalf of KU, labor and burdens of Servco employees 
performing services for KU, coal purchases and other vouchers paid by Servco on behalf of KU. The cost of these 
services is directly charged to the Company, or for general costs which cannot be directly attributed, charged based 
on predetermined allocation factors, including the following ratios: number of customers, total assets, revenues, 
number of employees and other statistical information. These costs are charged on an actual cost basis. 

In addition, the Companies provide services to each other and to Servco. Billings between the Companies 
relate to labor and overheads associated with union and hourly employees performing work for the other utility, 
charges related to jointly-owned generating units and other miscellaneous charges. Billings from KTJ to Servco 
include cash received by Servco on behalf of KIJ, primarily tax settlements, and other payments made by the 
Company on behalf of other non-regulated businesses which are reimbursed through Servco. 

Intercompany billings to and from KIJ were as follows: 
Three Months Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 

(In millions) 
- - - ~  

Servco billings to K'IJ . . . . . . . . . . . . . . . . . . . . . . .  $64 $43 $181 $121 
. . . . . . . . . . . . . . . . . . . . . . .  I6 1 63 KU billings to LG&E - 

LG&E billings to KU - .. . . . . . . . . . . . . . . . . . . . . .  28 
KU billings to Servco . . . . . . . . . . . . . . . . . . . . . . .  11  3 11  5 

__ 47 
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Intercompany Balances 

The Company had the following balances with its affiliates: 
September 30, December 31, 

(In millions) 
2009 - 2010 

__. 

Accounts receivable from E.ON U S .  . . . . . . . . . . . . . . . . . . . . . . . . .  $ - $ 9  
Accounts payable to LG&E. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 53 
Accounts payable to Servco. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 20 
Accounts payable to E.ON 1J.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 
Accounts payable to Fidelia. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 1.5 
Notes payable to E.ON U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  61 4.5 

- 

Long-term debt to Fidelia (including current portion of $33 million). . .  133 1 1,331 

Note 11 - Subsequent Events 

these statements contain all necessary adjustments and disclosures resulting from that evaluation. 

collateralized by first mortgage bonds. See Note 1, General, and Note 8, Short-Term and L,ong-Term Debt. 

Subsequent events have been evaluated through October 29,2010, the date of issuance of these statements, and 

On October 29, 2010, KU’s pollution control bonds were converted from unsecured debt to debt which is 

On October 26,2010, the FERC issued an Order approving the acquisition ofE.ON U.S. by PPL. See Note 1, 

On October 19, 2010 and October 21,2010, respectively, the Virginia Commission and Tennessee Regulatory 
Authority issued Orders approving the acquisition ofE.ON 1J.S. by PPL. On the same dates, K U  received Virginia 
Commission and Tennessee Regulatory Authority approvals to complete certain refinancing transactions in 
connection with the anticipated PPL, acquisition and other business factors. See Note 1, General, and Note 8, 
Short-Term and L,ong-Term Debt. 

General. 

F-80 



entucky Utilities C 

P 

s due 2015 
,000,000 3.250% First Mortgage Bonds due 2020 

$750,000,000 5.125 % First Mortgage Bonds due 2040 

ffering Memorandum 
November 8,2010 

Joint Book-Running Managers  

BofA Merrill Lynch 
Credit Suisse 

BNP PARIBAS 
Mitsubishi UF J Securities 

RBS 
Scotia Capital 

Co-Managers  

BBVA Securities 
RBC Capital Markets 

Santander 
SunTrust Robinson Humphrey 

The Williams Capital Group, L.P. 





Supplement, dated December 1,201 0 to Reoffering Circular dated December 10,2008, as 
supplemented as of December 16,2008 and October 29,20 10 (the “Reoffering Circular”) 

$12,900,000 
County of Mercer, Kentucky 
Solid Waste Disposal Facility Revenue Bonds, 2000 Series A 
(Kentucky Utilities Company Project) 

Effective as of December 1,2010, through December 1 , 201 I (the Letter of Credit 
(as defined below) expiration date, subject to extension or earlier termination), payment of the 
principal of and interest on the above-referenced bonds (the “Bonds”) when due will be paid 
with funds drawn under an irrevocable transferable direct pay letter of credit (the “Letter of 
Credit”) issued by 

WELLS FARGO BANK, NATIONAL ASSOCIATION 

The Letter of Credit will permit the Trustee to draw with respect to the Bonds up to an 
amount sufficient to pay (i) the principal thereof (or that portion of the purchase price 
corresponding to principal) plus (ii) interest thereon (or that portion of the purchase price 
corresponding to interest) at an assumed rate of 10% per annum for at least 4.5 days. 

The Bonds will continue to bear interest at a Weekly Rate, determined by the 
Reinarlteting Agent in accordance with the Indenture, payable on the first Business Day of each 
calendar month, coinmencing on January 3, 20 1 1. The interest rate period, interest rate and 
Interest Rate Mode will be subject to change under certain conditions, as described in the 
Reoffering Circular. The Bonds are subject to optional redemption, extraordinary optional 
redemption, in whole or in part, and mandatory redemption following a determination of 
taxability prior to maturity, as described in the Reoffering Circular. The Bonds are subject to 
mandatory purchase on any date on which the Bonds are converted to a different Interest Rate 
Mode and upon the expiration of the L,etter of Credit or any Alternate Credit Facility. 

This Supplement contains a description of the Letter of Credit and Wells Fargo Bank, 
National Association, the issuer of the Letter of Credit. For purposes of the Reoffering Circular, 
the Letter of Credit is a “Credit Facility” and Wells Fargo Bank, National Association is a 
“Credit Facility Issuer.” Except as otherwise specified herein, information in the Reoffering 
Circular referred to above has not been amended or modified and the information contained 
herein is qualified by reference to, and should be read in conjunction with, the Reoffering 
Circular, including information incorporated therein by reference. Te rm not otherwise defined 
herein shall have the meanings ascribed to them in such Reoffering Circular. 

CHI-I 780274~4 



The eighth paragraph under the section of the Reoffering Circular captioned “Introdzrctoiy 
Statenient ’’ is hereby aniended to read in its entirety as,follows: 

Effective December 1 ,  2010, the Company will cause to be delivered an irrevocable 
transferable direct pay letter of credit (the “Letter of Credit”), issued by Wells Fargo Bank, 
National Association (the “Bank”), to provide for the timely payment of principal of and accrued 
interest (calculated for at least 45 days at the inaxirnuin rate of 10% per annum) on, and purchase 
price of, the Bonds. The Company will be required to reimburse the Bank for all ainounts drawn 
by the Trustee under the Letter of Credit pursuant to the terms of a certain letter agreement, to be 
dated as of December 1, 2010 (the “Reimbursement Agreement”), between the Company and the 
Bank. The Letter of Credit will expire on December 1,201 I ,  unless extended or earlier 
terminated. 

k k k * 

The section of the Reoffering Circular captioned “The Letter of Credit” is hewby amended to 
read in its entirety asfollows: 

THE LETTER OF CREDIT 

The following szininiarizes certain provisions of the Letter of Credit and the 
Reiinbursenient Agreement, to which reference is niade for the detailedprovisions thereoJ 
Unless otherwise defined in this Reoffering Circular, capitalized ternis in the following szininiaiy 
are used as defined in the Letter of Credit and the Reinihzirsenient Agreement. The Conzpany is 
perniitted under the Indenture to deliver an Alternate Credit Facility to replace the Letter of 
Credit. Any such Alternate Credit Facility nizrst rneet certain reqziirenients described in the 
Indent tire. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
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price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity of the Bonds. The Letter of Credit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay such 
amounts in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 10% per annum for 45 days (the “Credit Amount”). The Trustee, upon compliance with 
the terms of the Letter of Credit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and (ii) 
to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
remarketed (a “L,iquidity Drawing”) equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 10% per 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the portion of the interest 
accrued on the Bonds as of any Liquidity Drawing. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in full or (ii) at the opening of business on 
the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received written notice from the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available amount due to the Company’s failure to 
reimburse the Bank for such drawing in fiill, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal amount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the remarketing of the Bonds purchased with the 
proceeds of a Liquidity Drawing, the ainount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank’s behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of 

(i) the Bank’s close of business on December 1 , 201 1 (such date, as extended 
from time to time in accordance with the Letter of Credit is defined as the “Stated 
Expiration Date”); 

(ii) the Bank’s close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate from the Trustee certifying that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the L,etter of Credit have 
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been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were converted to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(iii) the Bank’s close of business on the date of receipt by the Bank of a 
certificate froin the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms of the Indenture; 

(iv) the date on which the Rank receives and honors an acceleration drawing 
certificate; or 

(v) the Rank’s close of business on the date which is 30 days after receipt by 
the Trustee of written notice from the Bank of an Event of Default under the 
$400,000,000 Revolving Credit Agreement dated as of November 1 , 2010 among the 
Company, the lending institutions party thereto froin time to time and Wells Fargo Bank, 
National Association, as Administrative Agent (the “Credit Agreement”) and instructing 
the Trustee to draw under the Letter of Credit. 

The Reimbursement Agreemen t 

Pursuant to the Reimbursement Agreement, the Company is obligated to reimburse the 
Rank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Rank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reimbursement Agreement, through incorporation of the terms of the Credit 
Agreement, imposes various covenants and agreements, including various financial and 
operating covenants, on the Company. Such covenants include, but are not limited to, covenants 
relating to (i) inspection of the books and financial records of the Company; (ii) mergers or 
consolidations; and (iii) disposition of assets. Any such covenants may be amended, waived or 
modified at any time by the Bank and without the consent of the Trustee or the holders of the 
Bonds. IJnder certain circumstances, the failure of the Company to comply with such covenants 
may result in a mandatory tender or acceleration of the Bonds. 

An Event of Default under the Credit Agreement will constitute an Event of Default 
under the Reimbursement Agreement. The following events will constitute an Event of Default 
under the Credit Agreement: 

(i) the Borrower shall fail to pay when due any principal on any Loans under the 
Credit Agreement or Reimbursement Obligations; or 

(ii) the Company shall fail to pay when due any interest on the Loans under the 
Credit Agreement and Reimbursement Obligations, any fee or any other amount payable 
hereunder or under any other Loan Document for five ( 5 )  days following the date such payment 
becomes due thereunder; or 
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(iii) the Company shall fail to observe or perform certain covenants or 
agreements contained in the Credit Agreement, including those related to mergers, disposition of 
assets and capitalization ratios; or 

(iv) the Company shall fail to give notice of a Default or Event of Default under 
the Credit Agreement within a specified number of days following knowledge of such 
occurrence; or 

(v) the Company shall fail to observe or perform any covenant or agreement 
contained in the Credit Agreement or any notes issued thereunder (other than those covered 
above) for thirty (30) days after written notice thereof has been given to the defaulting party by 
the administrative agent, or at the request of the required lenders; or 

(vi) any representation, warranty or certification made by the Company in the 
Credit Agreement or any notes issued thereunder or in any certificate, financial statement or 
other document delivered pursuant hereto or thereto shall prove to have been incorrect in any 
material respect when made or deemed made; or 

(vii) the Company shall (i) fail to pay any principal or interest, regardless of 
amount, due in respect of any Material Debt beyond any period of grace provided with respect 
thereto, or (ii) fail to observe or perform any other term, covenant, condition or agreement 
contained in any agreement or instrument evidencing or governing any such Material Debt 
beyond any period of grace provided with respect thereto if the effect of any failure referred to in 
this clause (ii) is to cause, or to permit the holder or holders of such Debt or a trustee on its or 
their behalf to cause, such Debt to become due prior to its stated maturity; or 

(viii) the Company shall commence a voluntary case or other proceeding seeking 
liquidation, reorganization or other relief with respect to itself or its debts under any banltruptcy, 
insolvency or other similar law now or hereafter in effect or seeking the appointment of a trustee, 
receiver, liquidator, custodian or other similar official of it or any substantial part of its property, 
or shall consent to any such relief or to the appointment of or taking possession by any such 
official in an involuntary case or other proceeding commenced against it, or shall make a general 
assignment for the benefit of creditors, or shall fail generally to pay, or shall admit in writing its 
inability to pay, its debts as they become due, or shall take any corporate action to authorize any 
of the foregoing; or 

(ix) an involuntary case or other proceeding shall be commenced against the 
Company seeking liquidation, reorganization or other relief with respect to it or its debts under 
any bankruptcy, insolvency or other similar law now or hereafter in effect or seeking the 
appointment of a trustee, receiver, liquidator, custodian or other similar official of it or any 
substantial part of its property, and such involuntary case or other proceeding shall remain 
undismissed and unstayed for a period of 60 days; or an order for relief shall be entered against 
the Company under the Bankruptcy Code; or 

(x) any member of the ERISA Group shall fail to pay when due an amount or 
amounts aggregating in excess of $SO,OOO,OOO which it shall have become liable to pay under 
Title IV of ERISA; or notice of intent to terminate a Material Plan shall be filed under Title IV of 
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ERISA by any ineinber of the ERISA Group, any plan administrator or any combination of the 
foregoing; or the PBGC shall institute proceedings under Title IV of ERISA to terminate, to 
impose liability (other than for premiuins under Section 4007 of ERISA) in respect of, or to 
cause a trustee to be appointed to administer any Material Plan; or a condition shall exist by 
reason of which the PBGC would be entitled to obtain a decree adjudicating that any Material 
Plan mist be terminated; or there shall occur a complete or partial withdrawal from, or default, 
within the meaning of Section 4219(c)(5) of ERISA, with respect to, one or inore Multiemployer 
Plans which could reasonably be expected to cause one or inore ineinbers of the ERISA Group to 
incur a current payment obligation in excess of $SO,OOO,OOO; or 

(xi) the Company shall fail within sixty (60) days to pay, bond or otherwise 
discharge any judgment or order for the payment of money in excess of $20,000,000, entered 
against the Company that is not stayed on appeal or otherwise being appropriately contested in 
good faith; or 

(xii) a Change of Control shall have occurred; 

For purposes of the foregoing: 

“Change of Control” means (i) the acquisition by any person, or two or inore persons 
acting in concert, of beneficial ownership of 2.5% or inore of the outstanding shares of voting 
stock of PPL Corporation or its successors or (ii) the failure at any time of PPL Corporation or its 
successors to own 80% or inore of the outstanding shares of the voting stock in the Company. 

“Credit Agreement” means the $400,000,000 Revolving Credit Agreement dated as of 
November 1,201 0 among the Company, the lending institutions party thereto froin time to time 
and Wells Fargo Bank, National Association, as Adininistrative Agent. 

“Material Debt” means debt (other than the notes issued under the Credit Agreement) of 
the Company in a principal or face amount exceeding $SO,OOO,OOO 
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Appendix C ofthe Reoffering Circular is hereby amended lo read in its entirely as follo~vs. 

Wells Fargo Bank, National Association 

The information under this heading has been provided solely by Wells Fargo Rank, 
National Association and is believed to be reliable. This information has not been veriJied 
independenlly by the Company, the Issuer or the Reniarketing Agent. The Company, the Issuer 
and the Reniaiflketing Agent make no representation whatsoever as to the accuracy, adequacy or 
completeness of such information. 

Wells Fargo Bank, National Association 

Wells Fargo Bank, National Association (the “Bank”) is a national banking association 
organized under the laws of the United States of America with its main office at 101 North 
Phillips Avenue, Sioux Falls, South Dakota 571 04, and engages in retail, commercial and 
corporate banking, real estate lending and trust and investment services. The Bank is an indirect, 
wholly owned subsidiary of Wells Fargo & Company, a diversified financial services company, 
a financial holding company and a bank holding company registered under the Bank Holding 
Company Act of 1956, as amended, with its principal executive offices located in San Francisco, 
California. 

Each quarter, the Bank files with the FDIC financial reports entitled 
“Consolidated Reports of Condition and Income for Insured Commercial Banks with Domestic 
and Foreign Offices,” commonly referred to as the “Call Reports.” The Bank’s Call Reports are 
prepared in accordance with regulatory accounting principles, which may differ from generally 
accepted accounting principles. The publicly available portions of Call Reports filed by the 
Bank with the FDIC may be obtained from the FDIC, Disclosure Group, Room F5 18, 550 1 7t’1 
Street, N.W., Washington, D.C. 20429 at prescribed rates, or from the FDIC on its Internet site at 
http://www.fdic.gov, or by writing to Corporate Secretary’s Office, Wells Fargo Center, Sixth 
and Marquette, MAC N9.305-173, Minneapolis, MN 55479. 

The Letter of Credit will be solely an obligation of the Bank and will not be an 
obligation of, or otherwise guaranteed by, Wells Fargo & Company, and no assets of Wells 
Fargo & Company or any affiliate of the Bank or Wells Fargo & Company will be pledged 
to the payment thereof. Payment of the Letter of Credit will not be insured by the FDIC. 

The information contained in this section, including financial information, relates to and 
has been obtained froin the Bank, and is furnished solely to provide limited introductory 
information regarding the Bank and does not purport to be comprehensive. Any financial 
information provided in this section is qualified in its entirety by the detailed information 
appearing in the Call Reports referenced above. The delivery hereof shall not create any 
implication that there has been no change in the affairs of the Bank since the date hereof. 

Appendix A of the Reoffering Circzilar is hereby amended to read in its entirety asfollotvs: 

CHI-I 780274~4 7 

http://www.fdic.gov


Appendix A 

Kentucky Utilities Company - 

Financial Statements and Additional Information 

This Appendix A includes the Selected Financial Data presented below relating to 
Kentucky IJtilities Conipany ("KU"), certain risk factors associated with KU, Pro Fornia 
Condensed Financial Infomiation (Unaudited), a description of the Business of KU, 
Management 's Discussion and Analysis of Financial Condition and Results of Operations 
("Management 's Disczwsion and Analysis"), the Consolidated Financial Statements as of 
Deceniber 31, 2009 and 2008 and for the Years Ended December 31, 2009, 2008 and 2007 
(Audited) (the "Consolidated Financial Statenients '7 and the Condensed Financial Statenients 
as of September 30, 2010 and Deceniber 31, 2009 and for the Three and Nine Months Ended 
September 30, 201 0 and 2009 flJnatidited) (the "Condensed Consolidated Financial 
Statements '7. 

The information contained in this Appendix A relates to and has been obtainedfioni KU 
and from other sozirces as shown herein. The delivery of this Szpplement shall not create any 
implication that there has been no change in the &airs ofKU since the date hereox or that the 
information contained or incorporated by reference in this Appendix A is correct at any time 
subsequent to its date. In this Appendix A, "KU", "the Conipany", "we", "z~s" or "our" refer to 
Kentucky IJtilities Conipany. 

Summary 

Kentucky Utilities Company 

Kentucky Utilities Company, incorporated in Kentucky in 1912 and in Virginia in 1991, is a 
regulated public utility engaged in the generation, transmission, distribution and sale of electric 
energy in Kentucky, Virginia and Tennessee. We provide electric service to approximately 
5 15,000 custoiners in 77 counties in central, southeastern and western Kentucky, to 
approximately 29,000 custoiners in 5 counties in southwestern Virginia and to 5 customers in 
Tennessee. Our service area covers approximately 6,600 square miles. During the first three 
quarters of 20 10, approximately 99% of the electricity generated by us was produced by our 
coal-fired electric generating stations. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled coinbustion turbines ("CTs"). In Virginia, we operate under the 
name Old Doininion Power Company. We also sell wholesale electric energy to 12 
municipalities. 

K U  is a wholly-owned subsidiary of LG&E and KU Energy LLC. On November 1, 
2010, PPL Corporation purchased all of the interests of LG&E and KU Energy LLC and, 
indirectly, all of the stock of the Coinpany from E.ON AG, making KIJ an indirect wholly- 
owned subsidiary of PPL Corporation. KIJ's affiliate, Louisville Gas and Electric Coinpany 
("L,G&E"), is a regulated public utility engaged in the generation, transmission, distribution and 
sale of electric energy and natural gas in Kentucky. 



RISK FACTORS 

An iizvestineizt in the Bonds involves a nrtinber of risks Risks described below shoitld be carefiilly considered 
logether. witb the otber itfor.niufioiz included in this Supplement, incliidiizg this Appendix A. Any of the ei~ents or 
circitinstances described as risks below coirld i.esirlt in a sign@ant or tnateiYa1 adveise efect on our business, 
restilts of operations, cash flows or financial condition, and a corresponding decline in the price OJ or oirr ability to 
repuy, tbe Bonds T%e risks mid nncei?ainties described beloiv inay not be the only risks and zmcertainties that we 
face Additional risks and itncertainties not cirrrently known or that we cirrren f l y  deeni intinaterial may also resirlt in 
a signijkant or inaterial adverse effect on oitr business, results of oper.ations, cash flow oiJinancia1 condition 

Risks related to the Company 

Oi4r bi4siness is subject to sigitiycnnt and conlplex governnientnl regiilntioit. 

Various federal and state entities, including but not limited to the Federal Energy Regulatory Commission 
(“FERC”), the Kentucky Public Service Cornmission (the “Kentucky Commission”), the Virginia State Corporation 
Commission (the “Virginia Commission”) and the Tennessee Regulatory Authority, regulate inany aspects of our 
utility operations, including: 

0 the rates that we may charge and the t e r m  and conditions of our service and operations; 

financial and capital structure matters; 

siting and construction of facilities; 

inandatoiy reliability and safety standards, and other standards of conduct; 

accounting, depreciation, and cost allocation methodologies; 

9 tax matters; 

affiliate restrictions; 

acquisition and disposal of utility assets and securities; and 

various other matters. 

Such regulations or changes thereto may subject us to higher operating costs or increased capital expenditures and 
failure to comply could result in sanctions or possible penalties. In any rate-setting proceedings, federal or state 
agencies, intervenors and other permitted parties may challenge our rate requests and ultimately reduce, alter or limit 
the rates we seek. 

Our profitability is highly dependent on our ability to recover the costs of providing energy and utility services to 
our customers and earn an adequate return on our capital investments. We currently provide services to our retail 
customers at rates approved by one or more federal or state regulatory commissions, including those commissions 
referred to above. While these rates are generally regulated based on an analysis of our costs incurred in a base year, 
the rates we are allowed to charge may or may not match our costs at any given time. While rate regulation is 
premised on providing a reasonable opportunity to earn a reasonable rate of return on invested capital, there can be 
no assurance that the applicable regulatory commissions will consider all of our costs to have been prudently 
incurred or that the regulatory process in which rates are determined will always result in rates that will produce full 
recovery of our costs or an adequate return on our capital investments. If our costs are not adequately recovered 
through rates, it could have an adverse affect on our business, results of operations, cash flows or financial 
condition. 

We have agreed, subject to certain limited exceptions such as fuel and environmental cost recoveries, that no base 
rate increase would take effect for our Kentucky retail customers before January I ,  201.3. 
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Transniission and interstate market activities of the Conpany, as well as other aspects of tlie business, nre 
subject to signijkant FERC regidation. 

Our business is subject to extensive regulation by the FERC covering matters including rates charged to 
transmission users, market-based or cost-based rates applicable to wholesale customers; interstate power market 
structure; construction and operation of transmission facilities; mandatory reliability standards; standards of conduct 
and affiliate restrictions and other matters. Existing FERC regulation, changes thereto or issuances of new rules or 
situations of non-compliance, including but not limited to the areas of market-based tariff authority, Revenue 
Sufficiency Guarantee ( “ R S G )  resettlements in the Midwest Independent Transmission System Operator, Inc. 
market, mandatory reliability standards and natural gas transportation regulation can affect the earnings, operations 
or other activities of the Company. 

Cliiniges in transmission and ivliolesale power market structiires coitlrl increase costs or reduce revenues. 

Wholesale revenues fluctuate with regional demand, fuel prices and contracted capacity. Changes to transmission 
and wholesale power market structures and prices may occur in the future, are not estimable and may result in 
unforeseen effects on energy purchases and sales, transmission and related costs or revenues. These can include 
commercial or regulatory changes affecting power pools, exchanges or markets in which we participate. 

We iindertnke sigiiifcant capital projects and tliese nctivities nre subject to iiiz$oreseen costs, rlelays or failures, 
as well as risk of inadequate recovery of resulting costs. 

Our business is capital intensive and requires significant investments in energy generation and distribution and 
other infrastructure projects, such as projects for environmental compliance. The completion of these projects 
without delays or cost overruns is subject to risks in inany areas, including: 

9 approval, licensing and permitting; 

0 land acquisition and the availability of suitable land; 

skilled labor or equipment shortages; 

construction problems or delays, including disputes with third party intervenors; 

increases in comtnodity prices or labor rates; 

contractor performance; 

environmental considerations and regulations; 

* weather and geological issues; and 

political, labor and regulatory developments. 

Failure to complete our capital projects on schedule or on budget, or at all, could adversely affect our financial 
performance, operations and future growth. 

Our costs ojconpliniice with, and liabilities under, environmental latvs are signifcant and are subject to 
continuing clianges. 

Extensive federal, state and local environmental laws and regulations are applicable to our air emissions, water 
discharges and the management of hazardous and solid waste, among other areas; and the costs of compliance or 
alleged non-compliance cannot be predicted with certainty but could be material. In addition, our costs may increase 
significantly if the requirements or scope of environmental laws or regulations, or similar rules, are expanded or 
changed from prior versions by the relevant agencies. Costs may take the form of increased capital or operating and 
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maintenance expenses; monetary fines, penalties or forfeitures or other restrictions. Many of these environmental 
law considerations are also applicable to the operations of our key suppliers, or customers, such as coal producers, 
industrial power users, etc., and may impact the costs of their products or their demand for our services. 

Oar operating results are affected by wentlrer conditions, inclriding storms and seasonal temperatiire vnriations, 
as well as by sigiiijicant ntnn-made or nccidentnl clist~irbnnces, including terrorism or nnturnl disnsters. 

These weather or other factors can significantly affect our finances or operations by changing demand levels; 
causing outages; damaging infrastructure or requiring significant repair costs; affecting capital markets and general 
economic conditions or impacting future growth. 

We are subject to operationnl anrl financial risks regarding potential developments concerning global climate 
cliaiige. 

Various regulatory and industry initiatives have been implemented or are under development to regulate or 
otherwise reduce emissions of greenhouse gases (“GHGs”), which are emitted from the combustion of fossil fuels 
such as coal and natural gas, as occurs at our generating stations. Such developments could include potential federal 
or state legislation or industry initiatives allocating or limiting GHG emissions; establishing costs or charges on 
GHG emissions or on fuels relating to such emissions; requiring GHG capture and sequestration; establishing 
renewable portfolio standards or generation fleet-diversification requirements to address GHG emissions; promoting 
energy efficiency and conservation; changes in transmission grid construction, operation or pricing to accommodate 
GHG-related initiatives; or other measures. Our generation fleet is predominantly coal-fired and may be highly 
impacted by developments in this area. Compliance with any new laws or regulations regarding the reduction of  
GHG emissions could result in significant changes to the Company’s operations, significant capital expenditures by 
the Company and a significant increase in our cost of conducting business. We may face strong competition for, or 
difficulty in obtaining, required GHG-compliance related goods and services, including construction services, 
emissions allowances and financing, insurance and other inputs relating thereto. Increases in our costs or prices of 
producing or selling electric power due to GHG-related developments could materially reduce or otherwise affect 
the demand, revenue or margin levels applicable to our power, thus adversely affecting our financial condition or 
results of operations. 

We are subject to physical, mnrket and economic risks relating to potential effects of climate cliange. 

Climate change may produce changes in weather or other environmental conditions, including temperature or 
precipitation changes, such as warming or drought. These changes may affect farm and agriculturally-dependent 
businesses and activities, which are an important part of Kentucky’s economy, and thus may impact consumer 
demand for electric power. Temperature increases could result in increased overall electricity volumes or peaks and 
precipitation changes could result in altered availability of water for plant cooling operations. These or other 
meteorological changes could lead to increased operating costs, capital expenses or power purchase costs by the 
Company. Conversely, climate change could have a number of potential impacts tending to reduce demand. 
Changes may entail more frequent or more intense storm activity, which, if severe, could temporarily disrupt 
regional economic conditions and adversely affect electricity demand levels. As discussed in other risk factors, 
storm outages and damage often directly decrease revenues or increase expenses, due to reduced usage and higher 
restoration charges, respectively. GHG regulation could increase the cost of electric power, particularly power 
generated by fossil-fuels, and such increases could have a depressive effect on the regional economy. Reduced 
economic and consumer activity in our service area both generally and specific to certain industries and consumers 
accustomed to previously low-cost power, could reduce demand for our electricity. Also, demand for our services 
could be similarly lowered should consumers’ preferences or market factors move toward favoring energy 
efficiency, low-carbon power sources or reduced electric usage generally. 

Our business is subject to risks associated with local, nntional and worldwide economic conditions, 

The consequences of prolonged recessionary conditions may include a lower level of economic activity and 
uncertainty or volatility regarding energy prices and the capital and commodity markets. A lower level of economic 
activity might result in a decline in energy consumption, unfavorable changes in energy and commodity prices and 
slower customer growth, which may adversely affect our future revenues and growth. Instability in the financial 
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markets, as a result of recession or otherwise, also may affect the cost of capital and our ability to raise capital. A 
deterioration of economic conditions may lead to decreased production by our industrial customers and, therefore, 
lower consumption of electricity. Decreased economic activity may also lead to fewer commercial and industrial 
customers and increased unemployment, which may in turn impact residential customers’ ability to pay. Further, 
worldwide economic activity has an impact on the demand for basic commodities needed for utility infrastructure. 
Changes in global demand may impact the ability to acquire sufficient supplies and the cost of those commodities 
may be higher than expected. 

Our business is concentrated in the Midwest United States, specijically Kentucky. 

Although we also operate in Virginia and Tennessee, the majority of  our operations are concentrated in Kentucky. 
Local and regional economic conditions, such as population growth, industrial growth, expansion and economic 
development or employment levels, as well as the operational or financial performance of major industries or 
customers, can affect the demand for energy and our results of operations. Significant industries and activities in our 
service territory include automotive; aluininutn and steel smelting and fabrication; chemical processing; coal, 
mineral and ceramic-related activities; educational institutions; health care facilities; paper and pulp processing and 
water utilities. Any significant downturn in these industries or activities or in local and regional economic conditions 
in our service area may adversely affect the demand for electricity in our service territory. 

We are subject to operational risks relating to our generating plants, transmission facilities, distribution 
equipment, in formation teclinology systems arid other assets and activities. 

Operation of power plants, transmission and distribution facilities, information technology systems and other 
assets and activities subjects the Company to many risks, including the breakdown or failure of equipment; 
accidents; security breaches, viruses or outages affecting information technology systems; labor disputes; 
obsolescence; delivery/transportation problems and disruptions of fuel supply and performance below expected 
levels. Occurrences of these events may impact our ability to conduct our business efficiently or lead to increased 
costs, expenses or losses. 

Although we maintain customary insurance coverage for certain of these risks in common with some other 
utilities, we do not have insurance covering our transmission and distribution system, other than substations, because 
we have found the cost of  such insurance to be prohibitive. If we are unable to recover the costs incurred in restoring 
our transmission and distribution properties following damage as a result of  tornados or other natural disasters or to 
recover the costs of other liabilities arising from the risks of our business, through a change in our rates or otherwise, 
or if such recovery is not received on a timely basis, we may not be able to restore losses or damages to our 
properties without an adverse effect on our financial condition, results of operations or our reputation. 

We are subject to liability risks relating to our generating, transmission, distribiition and retail businesses. 

Conduct of our physical and commercial operations subjects us to inany risks, including risks of potential 
physical injury, property damage or other financial affects, caused to or caused by employees, customers, 
contractors, vendors, contractual or financial counterparties and other third-parties. 

We coiild be negatively affected by rising interest rates, downgrades to our bond credit ratings or other negative 
ilevelopnients in our ability to access capital markets. 

In the ordinary course of business, we are reliant upon adequate long-term and short-term financing means to 
fund our significant capital expenditures, debt interest or maturities and operating needs. As a capital-intensive 
business, we are sensitive to developinents in interest rate levels; credit rating considerations; insurance, security or 
collateral requirements; market liquidity and credit availability and refinancing steps necessary or advisable to 
respond to credit market changes. Changes in these conditions could result in increased costs and decreased liquidity 
to the Company. 



We are subject to commodity price risk, credit risk, coirnterparty risk and other risks associated with the energy 
business. 

General market or pricing developments or failures by counterparties to perform their obligations relating to 
energy, fuels, other commodities, goods, services or payments could result in potential increased costs to the 
Company. 

We are subject to risks associated with defned beneft retirement plans, health care plans, wages anrl other 
employee-related matters. 

We sponsor pension and postretirement benefit plans for our employees. Risks with respect to these plans include 
adverse developments in legislation or regulation, future costs or funding levels, returns on investments, market 
fluctuations, interest rates and actuarial matters. Changes in health care rules, market practices or cost structures can 
affect our current or  fiiture funding requirements or liabilities. Without sustained growth in our investments over 
time to increase the value of our plan assets, we could be required to fund our plans with significant amounts of 
cash. We are also subject to risks related to changing wage levels, whether related to collective bargaining 
agreements or employment market conditions, ability to attract and retain key personnel and changing costs of 
providing health care benefits. 

We are srrbject to risks associated with federal anrl state tax regulations. 

Changes in taxation as well as the inherent difficulty in quantifying potential tax effects of business decisions 
could negatively impact our results of operations. We are required to make ,judgments in order to estimate our 
obligations to taxing authorities. These tax obligations include income, property, sales and use and employment- 
related taxes. We also estimate our ability to utilize tax benefits and tax credits. Due to the revenue needs of the 
states and jurisdictions in  which we operate, various tax and fee increases m y  be proposed or considered. We 
cannot predict whether legislation or regulation will be introduced or the effect on the Company of any such 
changes. If enacted, any changes could increase tax expense and could have a negative impact on our results of 
operations and cash flows. 
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PRO FORMA CONDENSED FINANCIAL INFORMATION (UNAUDITED) 

On November I, 2010, PPL Corporation completed the purchase of  all of  the outstanding limited liability 
company interests of LG&E and KU Energy LLC, our parent, for cash consideration of $2,467 million. In addition, 
PPL Corporation assumed, through consolidation, $764 million of outstanding debt, net of $1 63 million repurchased 
and held for reissuance, and repaid all indebtedness owed by our parent and its subsidiaries to subsidiaries of  E.ON 
AG. 

The Unaudited Pro Forma Condensed Financial Statements (“pro forma financial statements”) have been derived 
from our historical financial statements. 

The historical financial information has been adjusted in the pro forma financial statements to give effect to pro 
f o r m  events that are: (1) directly attributable to the acquisition; (2) factually supportable; and (3) with respect to the 
statement of  operations, expected to have a continuing impact on our results. Specifically, such pro forma 
adjustments include: 

* Repayment of intercompany debt by us to E.ON AG and its affiliates, initially by intercompany loans from a 
subsidiaiy of PPL Corporation; 

Adjustments to push down the new basis of accounting recorded by PPL Corporation on the post-acquisition 
balance sheet of the Company; and 

The subsequent issuance of the $1,500,000,000 of taxable first mortgage bonds by the Company assuming 
proceeds equal to the principal amounts thereof and the use of such proceeds thereafter to repay the 
intercompany debt. 

The Unaudited Pro Forma Condensed Statements of Operations (“pro forma statements of operations”) for the 
nine months ended September 30, 2010 and for the year ended December 3 1,2009 give effect to the adjustments as 
if they were completed on January 1, 2009. The Unaudited Pro Farina Condensed Balance Sheet (“pro forma 
balance sheet”) as of September 30,2010 gives effect to the adjustments as ifthey were completed on September 30, 
2010. 

Assumptions and estimates underlying the pro forma adjustments are described in the accompanying notes, which 
should be read in conjunction with the pro forma financial statements, Generally accepted accounting principles in 
the United States permit up to one year from the date of acquisition to finalize all purchase accounting ad,justments, 
therefore, the final amounts recorded as of the date of the acquisition may differ materially from the information 
presented in these pro forma financial statements. These estimates are subject to change pending further review of 
the assets acquired and liabilities assumed. 

The pro forma financial statements have been presented for illustrative purposes only and are not necessarily 
indicative of results of operations and financial position that would have been achieved had the pro forma events 
taken place on the dates indicated, or the future results of operations or financial position of the company. 

The following pro forma financial statements should be read in con,junction with: 

the accompanying notes to the pro forma financial statements; 

the 2009 Annual Financial Statements and the Third Quarter Financial Statements, contained elsewhere in this 
Appendix A. 
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Pro Forma Condensed Statement of Operations 

Nine Months Ended Sentember 30,2010 
Actual Adiustments Pro Forma 

(Unaudited) 
(Millions of dollars) 

Operating Revenues ................................................................................. $ 1,146 $ 1,146 
Operating Expenses 
Fuel for electric generation ........................................................................ 391 391 
Power purchased ........................................................................................ 135 135 
Other operation and maintenance .............................................................. 2.5 1 251 
Depreciation, accretion, and ainortizatio ...................................... 106 ~ 106 

883 Total Operating Expenses ...................... ...................................... 883 
Operating Income ......................................................................... 263 263 

2 2 Other income, net ....................................................................................... 
5 $ 44(a) 49 Interest Expense .......................................................................................... 

.................................................................... ( 5 5 ) ( a )  ~ 

Interest Expense - Affiliates. 55 
Income from Continuing Operations Before Income Taxes ................. 205 1 1  216 

80 Income Taxes .............................................................................................. 76 A ( b )  ~ 

Income from Continuing Operations After Income Taxes ................... 129 7 136 

- -- 

- 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Statement of Operations 

Year Ended December 31,2009 -- Actual Adiustments Pro Forms 
(Unaudited) 

(Millions of dollars) 
Operating Revenues ................................................................................. $ 1,355 $ 1,355 
Operating Expenses 
Fuel for electric generation ............................................................ 434 434 
Power purchased ........................................................................................ 199 199 
Other operation and maintenance .............................................................. 3 20 320 

................................................. 133 Depreciation, accretion, and amortization 133 - 
............................ ........................................ 1,086 Total Operating Expenses 1,086 - 

Operating Income ....................................... ........................................ 269 269 
Other income, net ...................................................................................... 6 6 

................................................................................ 6 59(a) 65 
Interest Expense - Affiliates 69 (69)(4 - 
Income from Continuing Operations Before Income Taxes ................. 200 10 210 

- .................................................................... 

Income Taxes ............................................................................................. 67 71 
Income from Continuing Operations After Income Taxes ................... 133 6 139 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

Sentember 30,2010 
Actual Adiustments 

(Unaiidittd) 
(Millions ofdollars) 

Current Assets 
Cash and cash equivalents ......................... ........................................... $ 2 
Accounts receivable ................................................................................... 200 
Fuel, materials and supplies ....................................................................... 140 
Regulatoiy assets ....................................................................................... 14 
Prepayments aiid other current assets ........................................................ 11 
Total Current Assets ........................................................... ............... 367 
Investment in unconsolidated venture .................................................... 12 
Property, Plant and Equipment, net ....................................................... 4.470 
Deferred debits and other assets 
Regulatory assets ....................................................................................... 2 15 
Goodwill - 
Other intangibles ........ - 
Other noncurrent asset ........................................... ......................... 46 
Total deferred debits and other assets ........................................................ 261 
Total Assets ............................................................................................... 5.110 

.................................................................................................... 
.......................................................................... 

$ 140(c) 

140 
68(d) 

769 
1.007 

Pro Forma - Entitv 

$ 142 
200 
140 

14 
11  

507 
80 

4.500 

199 
573 
201 

57 
1,030 

6.117 

The accompanying Notes to Pro Forina Condensed Fiiiancial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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Pro Forma Condensed Balance Sheet 

Actual 

Liabilities and Equity 
Current Liabilities 
Current portion long-term debt .................................................................. $ 228 

33 
61 

Accounts payable ....................................................................................... 176 

Other current liabilities .............................................................................. 62 
Total Current Liabilities ............................................................................ -- 572 
Long-term Debt ......................................................................................... 123 
Long-term Debt - Affiliates ................................................................... 1,298 
Deferred Credits and Other Liabilities 
Deferred income taxes and investment tax credit ...................................... 482 
Accumulated provision for pensions and related benefits ......................... 160 
Asset retirement obligations ...................................................................... 59 
Regulatory liabilities .................................................................................. 367 
Other liabilities .......................................................................................... 20 
Total Deferred Credits and Other Liabilities 

Current potion long-term debt - affiliated company ................................ 
Note payable - affiliate ............................................................................ 

Regulatory liabilities ............................ ................................................. 12 

Total Liabilities and Equity .... ........................................................... $ 5.1 1 Q  

September 30,2010 
Adiustments P r o o r m a  Entitv 

(Unaudited) 
(Millions of dollars) 

27(P) 509 
-(k) 160 
(4N) 55 

20 1 (Ill) 568 
2 ( n )  37 

24 1 1,329 

614(0) 2.643 u u 

The accompanying Notes to Pro Forma Condensed Financial Statements are an integral part of these pro forma 
financial statements. See Note 3 for information on pro forma adjustment references. 
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NOTES TO PRO FORMA CONDENSED FINANCIAL STATEMENTS 
(Unaudited) 

Note 1 - Basis of Pro Forma Presentation 

The pro forma statements of operations for the nine months ended September 30, 2010 and for the year ended 
December 31, 2009 give effect to the acijustments as if they were completed on January 1, 2009. The pro forma 
balance sheet as of September 30, 2010 gives effect to the adjustments as if they were completed on September 30, 
2010. 

The pro forma financial statements have been derived from our historical financial statements. Assumptions and 
estimates underlying the pro forma adjustments are described in the accompanying notes, which should be read in 
conjunction with the pro forma financial statements. Since the pro forma financial statements have been prepared 
based upon preliminary estimates, the final amounts recorded at the date of the acquisition may differ tnaterially 
from the information presented. These estimates are subject to change pending further review of the assets acquired 
and liabilities assumed. 

The pro forma financial statements reflect the push down of the new basis of accounting for our assets and 
liabilities arising froin the acquisition by PPL Corporation being accounted for based on the guidance provided by 
accounting standards for business combinations. In accordance with this accounting guidance, the assets acquired 
and the liabilities assumed have been measured at fair value by PPL Corporation and the difference between these 
assets and liabilities and the purchase price has been recorded as goodwill (this process is generally referred to as a 
pzwchuse price alloculion). In accordance with SEC guidance for wholly-owned subsidiaries, these fair value 
measurements and an allocated portion of goodwill have been pushed down and recorded on ow pro f o r m  financial 
statements as presented in Note 2. The fair value measurements utilize estimates based on key assumptions of the 
acquisition, and historical and current market data. These fair value measurements and the related pro forma 
adjustments included herein may be revised as additional information becomes available and as additional analyses 
are performed. The final purchase price allocation may differ materially from the information presented. As noted 
above, the pro forma financial statements also include adjustments to reflect the issuance of the Bonds, with 
proceeds assumed to equal the principal amount thereof and used to repay indebtedness owed by us to a subsidiary 
of PPL Corporation. The indebtedness was incurred to repay loans from a subsidiary of E.ON AG in connection 
with the PPL Corporation acquisition. The preliminary result of all these adjustments is presented in Note 2. 

The amounts utilized in determining the pro forma adjustments presented on the Proforma Condensed Financial 
Statenients are also set forth and described in Note 3. 

For the purpose of measuring the estimated fair value of the assets acquired and liabilities assumed, PPL 
Corporation has applied the accounting guidance for fair value measurements. Fair value is defined as the price that 
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants 
at the measurement date. 

For purposes of measuring the fair value of the majority of property, plant and equipment and regulatory assets 
acquired and regulatory liabilities assumed, as reflected in the pro forma financial statements, PPL has determined 
that the fair value equaled their net book value, due to the regulatory environment in which they operate. The 
regulatory commissions allow for earning a rate of return on the book values of  the regulated asset bases at rates 
determined to be fair and reasonable. Since there is no current prospect for deregulation, the expectation is that these 
operations will remain in a regulated environment for the foreseeable future and this presentation represents the 
highest and best use of these assets. In addition, certain fair value adjustments have been reflected on the balance 
sheet with an offsetting regulatory asset or liability based upon agreement with the regulatory commissions that 
purchase accounting adjustments will not impact customers and, therefore, will not be included in any cost recovery 
mechanisms or rates on a prospective basis.. 
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Note 2 - Preliminary Push Down of Purchase Price Allocation and Replacement of Debt 

Preliminary Purchase Price Allocation 

The preliminary allocation of the purchase price to the fair value of assets acquired and liabilities assumed 
includes pro forma adjustments primarily related to the fair value of equity investments, contractual arrangements, 
goodwill, noncurrent liabilities and long-term debt and related deferred income taxes. The preliminary allocation of 
the purchase price, including the replacement of debt, is as follows (in millions): 

Current assets. ...................................................................................................................................... $ SO7 
Property, plant and equipment ......................... .............................................................................. 4,500 
Investments .................................................................................................................................. 80 
Goodwill .............................................................................................................................................. 573 
Other intangibles ................................................................................................................................. 201 
Regulatory assets and other noncurrent assets ..................................................................................... 256 
Current liabilities ................................................................................................................................. (521) 
Noncurrent liabilities ........................................................................................................................... (1,329) 
Longterm debt .................................................................................................................................... ( 1.624) 
Total Equity ....................................................................................................................................... $ 2.643. 

Note 3 - Pro Forma Adjustments 

The adjustments included in the pro forma financial statements are as follows: 

Adjustments to Pro Forma Condensed Statements of Operations 

(a) Interest expense - Reflects the change in interest expense from the extinguishment of indebtedness owed by 
us to a subsidiary of E.ON AG, and replacement with the taxable first mortgage bonds and the application of 
proceeds thereof. The interest expense was adjusted assuming a weighted-average interest rate of 3.9%. No 
adjustment has been made for the actual rates. 

(b) Income taxes - Reflects the income tax effect of the pro forma adjustments, which was calculated using an 
estimated statutory income tax rate of 40%. Income tax expense includes adjustments for state taxes and certain 
federal income tax items that are calculated on a combined or consolidated basis. 

Adjustments to Pro Forma Condensed Balance Sheet 

(c) Cash - Reflects $1,500 million of estimated proceeds from the taxable first mortgage bonds. This amount 
was offset by a $1,331 million of estimated repayment of the indebtedness and payables owed to subsidiaries of 
E.ON AG and its affiliates, the repayment of $18 million of affiliate accounts payable, and approximately 
$I  1 million related to the payment of debt issuance costs. 

(d) Invesftnents - Reflects the fair value adjustment of $68 million related to our equity method investment in 
Electric Energy, Inc. 

(e) Regzrlatoiy assets - Reflects the offsetting regulatory asset related to the fair value adjustments associated 
with the fair value of debt, coal contracts and asset retirement obligations. These fair value adjustments have been 
reflected on the balance sheet with an offsetting regulatory asset based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers and, therefore, will not be included in 
any cost recovery mechanisms or rates on a prospective basis. 

( f )  GoodwiN - Reflects the preliminary estimate of the excess of the purchase price paid over the net fair value 
of our assets acquired and liabilities assumed. This excess is calculated as follows (in millions): 
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Purchase price.. ................................................................................... ............................. $ 2,643 

Estimated goodwill resulting from the acquisition ..................................................................................... 
Less: pre-existing goodwill ............... - 

Less: Fair value of net assets acquired ........................................................................................................ 2,070 
573 

...................................................................................... 
Pro forma goodwill adjustment ........ ............................................................................ .................. 

PPL Corporation has not yet completed its goodwill allocation evaluation, but will allocate the final amount of 
goodwill to its reporting units that are expected to benefit from the business coinbination in accordance with 
applicable accounting guidance. The resulting goodwill that will ultimately be allocated and pushed down to us 
could differ materially froin the amount presented. 

(8) Other intangibles - Reflects the recognition of $ 1  88 million related to the fair value of certain coal contracts 
and $13 million related the fair value of  emission allowances. 

(h) Other nonctirmwt assets - Reflects the capitalization of $ 1  1 million of estimated debt issuance costs incurred 
with the issuance of the Bonds. 

(i) Accotintspqyable - Reflects the payment of affiliate accounts payable to E.ON AG and its affiliates. 

(j) Debt - Reflects the adjustments to repay $1,331 inillion of indebtedness owed by us to a subsidiary of E.ON 
AG and its affiliates. This decrease is offset by the issuance of $1,500 million of the Bonds at an assumed weighted- 
average interest rate of  3.9%. No adjustment has been made for the actual rates. In addition, an increase of 
$ 1  million was recorded to reflect the fair value of the assumed debt. The ultimate fair value determination of  the 
debt will be based on prevailing market interest rates at the completion of the acquisition and the adjustment will be 
amortized as an adjustment to interest expense over the remaining life of  the debt issues. 

(k) Accziintilated provision “for pensions and related benefits - The accrued pension obligations have not been 
adjusted as the information required to make such adjustment was not yet available. The resulting adjustment could 
differ materially from the amount presented. 

(I)  Asset retiiwnent obligations - Reflects a $4 million adjustment to record the fair value of asset retirement 
obligations. As a result, the associated regulatory assets of $34 million were written off, and $30 million related to 
property, plant and equipment, net, were recorded. 

(m) Regulatory liabilities - Reflects the offsetting regulatory liability related to the fair value djustments 
associated with the fair value of emission allowances and coal contracts. These fair value adjustments have been 
reflected on the balance sheet with an offsetting regulatory liability based upon agreement with the regulatory 
commissions that purchase accounting adjustments will not impact customers and therefore, will not be included in 
any cost recovery mechanisms or rates on a prospective basis. 

(n) O t l w  nonczirrent liabilities - Reflects the recognition of the fair value of certain coal contracts. 

(0) Eqz‘ity - Reflects the net purchase accounting adjustments to increase our historical equity balance of 
$2,029 million to recognize the $2,643 million of equity from the purchase price, including the push down of 
$573 million of goodwill resulting from acquisition and other fair value adjustments previously discussed. 

(p) Deferred income taxes - Represents estimated deferred taxes calculated at our estimated statutory tax rate of 
40% applied to certain fair value adjustments recorded to the assets acquired and liabilities assumed, excluding 
goodwill. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 

The following discussion and analysis by management focuses on those factors that had a material effect on our 
results of operations and financial condition during the periods presented and should be read in connection with the 
financial statements and notes included elsewhere in this Appendix A. The discussion contains certain forward- 
looking statements that involve risk and uncertainties. See “Risk Factors.” 

Years Ended December 31,2009,2008 and 2007 

Results of Operations 

The electric utility business is affected by seasonal temperatures. As a result, operating revenues (and associated 
operating expenses) are not generated evenly throughout the year. 

Net Income 

Net income in 2009 decreased $25 million cornpared to 2008. The decrease was primarily the result of decreased 
operating revenues ($50 million), decreased equity in earnings ($29 million), decreased other income - net 
($3 million) and increased interest expense ($3 million), partially offset by decreased operating expenses 
($59 million) and decreased income taxes ($1 million). 

Net income in 2008 decreased $9 million compared to 2007. The decrease was primarily the result of increased 
operating expenses ($ I40 million) and increased interest expense ($1 G million), partially offset by increased 
operating revenues ($133 million), decreased income taxes ($9 million), increased equity in earnings ($4 million) 
and increased other income - net ($1 million). 

Revenues 

Revenues in 2009 decreased $50 million compared to 2008 primarily due to: 

Decreased wholesale sales ($75 million) due to lower sales volumes to LG&E ($60 million) and third-parties 
($16 million). These lower volumes were primarily due to lower economic demand caused by low spot market 
pricing during most of 2009, and due to higher scheduled coal-fired generation unit outages during 2009. Via a 
mutual agreement, we sell our higher cost electricity to LG&E for its wholesale sales and we purchase LG&E’s 
lower cost electricity to serve our native load. These decreases were partially offset by increased prices 
($1 million) for sales to LG&E due to the higher cost of fuel inventory. 

Decreased retail sales volumes delivered ($55 million) due to reduced consumption by residential customers as 
a result of milder weather and significant 2009 storm outages as well as low energy usage by industrial and 
commercial customers as a result of weakened economic conditions. 

Decreased fuel costs billed to customers through a fuel adjustment clause ($2 million) due to a refund of power 
purchased costs from Owensboro Municipal IJtilities (“OMU”) ($G million), partially offset by increased fuel 
prices ($4 million). 

Decreased gains in unrealized energy marketing financial swaps ($2 million). 

Partially offset by: 

Increased environmental cost recovery surcharge ($50 million) due to increased recoverable capital spending. 

Decreased merger surcredit ($1 3 million) due to the surcredit termination in February 2009. 

Increased DSM cost recovery ($9 million) due to increased recoverable program spending. 
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0 Increased miscellaneous revenue ($6 million) resulting from the assessment of late payment fees beginning in 
the second quarter of 2009. 

Increased retail sales revenue from base rates ($5 million) due to the increase in Virginia rates in November 
2009, and application of the Kentucky base rate settlement resulting in higher customer charge and demand 
revenue, partially offset by lower energy revenue. 

* Decreased value delivery team (“VDT’’) process surcredit ( $ 1  million) due to termination in August 2008. 

Revenues in 2008 increased $133 million compared to 2007 primarily due to: 

0 Increased fuel costs billed to customers through the fuel adjustment clause ($52 million) due to increased fuel 
prices 

* Increased wholesale sales ($48 million) due to higher sales volumes and prices. Volumes increased to LG&E 
($34 million) and third-parties ($10 million) as a result of  excess generation made available by LG&E via a 
inutual agreement. We sell our higher cost electricity to LG&E for LG&E to make wholesale sales and we 
purchase LG&E’s lower cost electricity to serve our native load. Both the Company and LG&E experienced 
lower native load requirements due to milder weather and the weakening economy, and increased generation 
due to fewer scheduled coal-fired generation unit outages during 2008, resulting in higher volumes available for 
wholesale sales. Pricing to third-parties increased as a result of higher fuel costs ($2 million). Wholesale sales 
also increased due to gains in energy marketing financial swaps ($2 million). 

Increased environmental cost recovery surcharge ($4.3 million) due to increased recoverable capital spending 

Increased DSM cost recovery ($2 million) due to additional conservation programs 

* Increased transmission sales ($2 million) due to higher sales to LG&E 

Decreased merger surcredit ($2 million) due to a lower rate approved by the Kentucky Commission in 
June 2008 

Decreased VDT surcredit ($1 million) due to its termination in August 2008. 

Partially offset by: 

* Decreased retail sales volumes delivered ($17 million) due to a 26% decrease in cooling degree days and 
weakening economic conditions 

Expeiises 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in the 
cost of fuel are reflected in retail rates through the fuel adjustment clause, subject to the approval of the Kentucky 
Commission, the Virginia Commission and the FERC. 

Electric Generation Exueiw 

Expenses related to fuel for electric generation decreased $79 million in 2009 compared to 2008 primarily due to: 

Decreased volumes of fuel usage ($97 million) due to decreased native load and wholesale sales 

Partially offset by: 

* Increased commodity and transportation costs for coal ($18 million) 

Expenses related to fuel for electric generation increased $52 million in 2008 compared to 2007 priniarily due to: 
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Increased commodity and transportation costs for coal and natural gas ($39 million) 

0 Increased generation ($13 million) due to increased utilization of coal-fired generation units as a result of fewer 
scheduled outages in 2008 

Poisei~ Pirrchased Exnense 

Power purchased expense decreased $22 million in 2009 compared to 2008 primarily due to: 

* Decreased prices for purchases used to serve retail customers ($18 million) due to lower spot market pricing 
and increased availability of power from OMCJ 

* Decreased purchases from LG&E due to lower prices ($7 million) and lower volumes ($2 million). Via a 
mutual agreement, we purchase LG&E’s lower cost electricity to serve our native load. LG&E provided lower 
volumes due to its increased scheduled coal-fired outages during the fourth quarter of 2009. 

* Decreased power purchased expense ($6 million) due to a reknd of power purchased costs related to the OMU 
settlement. 

Partially offset by: 

Increased third-party purchased volumes for native load ($8 million) primarily due to scheduled coal-fired 
generation unit outages. 

Increased demand payments for third-party purchases ($3 million) on long-tern1 contracts. 

Power purchased expense increased $53 million in 2008 compared to 2007 primarily due to: 

Increased prices for purchases used to serve retail customers ($24million) due to higher market prices, 
influenced by higher fuel costs 

Increased power purchased from LG&E via a mutual agreement due to higher volumes ($8 million) and higher 
prices ($8 million). We purchase LG&E’s lower cost electricity to serve our native load. LG&E was able to 
provide higher volumes due to its reduced native load requirements as a result of milder weather and the 
weakening economy. 

Increased demand payments ($7 million) for energy purchased on a long-term contract 

Increased third-party power purchase volume for native load ($S million) due to increased unscheduled coal- 
fired generation unit outages 

Increased expenses ($1 million) due to activities in the PJM Interconnection LLC market for the entire year of 
2008 compared to only one quarter in 2007 

Oflier Oneration aiid Maintenance Ex-uenses 

Other operation and maintenance expenses increased $45 million in 2009 compared to 2008 primarily due to 
increased other operation expenses ($30 million) and increased other niaintenance expenses ($1.5 million). 

Other operation expenses increased $30 inillion in 2009 compared to 2008 primarily due to: 

Increased pension expense ($20 million) due to lower 2008 pension asset investment performance. 

Increased steam expense ($7 million) due to utilization of selective catalytic reductions year-round. 
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* Increased administrative and general expense ($5  million) due to increased DSM program spending as well as 
consulting fees for software training and increased labor and benefit costs, partially offset by decreased legal 
expenses mainly related to OMU in 2008, which case was settled in the second quarter of 2009. 

Partially offset by: 

., Decreased generation expense ($2 million) due to scheduled unit outages and routine maintenance 

Other maintenance expenses increased $15 million in 2009 compared to 2008 primarily due to: 

* Increased steam expense ($7 million) due to increased scope of work for scheduled outages. 

* Increased distribution expense ($5 million) as a result of increased repairs and higher tree trimming expense in 
2009 ($3 million) and higher storm related expense in 2009 ($2 million). 

* Increased transmission expense ($2 million) primarily due to increased overhead line maintenance for North 
American Electric Reliability Corporation (‘NERC”) mandatory reliability compliance. 

Increased administrative and general expense ($1 million) due to increased labor and system maintenance 
contracts resulting from completion of a significant in-house customer information system project. 

Other operation and maintenance expenses increased $20 million in 2008 compared to 2007 primarily due to 
increased other operation expenses ($16 million) and increased maintenance expenses ($4 million). 

Other operation expenses increased $16 million in 2008 compared to 2007 primarily due to: 

* Increased outside services ($4 million) due to increased legal expenses as a result of on-going litigation, mainly 
with OMU 

Increased cost of consumables ($4 million) due to contract pricing and commissioning and start up costs of flue 
gas desulfurization systems (“FGDs”) 

Increased transmission expense ($2 million) due to increased native load purchases fiom LG&E and the 
additional costs to comply with growing SERC Reliability Corporation and NERC Mandatoiy Reliability 
Standards 

Increased distribution expense ($2 million) due to storm restoration 

* Increased uncollectible accounts ($2 million) due to the weakening economy 

Increased property taxes ($2 million) due to net decrease in expense in 2007 as a result of tbe application of coal 
tax credits 

Other maintenance expenses increased $4 million in 2008 compared to 2007 primarily due to increased 
maintenance of overhead conductors and devices ($4 million) resulting from storm restoration. 

Income front Eoirily Investments 

Equity income from Electric Energy, Inc. (“EEI”), in which we own 20% 0.F the common stock, decreased 
$29 million in 2009 compared to 2008 primarily due to lower earnings resulting from decreased market prices. 

Equity income in EEI increased $4 million in 2008 primarily due to an increased average price per mega-watt 
hour sold in 2008 over the price for 2007. 
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Other Incoine -Net 

Other income - net decreased $3 million in 2009 compared to 2008 primarily due to: 

Decreased $2 million due to discontinuance of allowance for funds used during construction on environmental 
cost recovery projects as a result of the FERC rate case. 

0 Decreased $1 million due mainly to depreciation expense on ,joint-use assets related to Trimble County Unit 2 
(“TC2”) transferred from LG&E and currently held for fbture use. 

Other income - net increased $ 1  million in 2008 coinpared to 2007, primarily due to: 

* Increased $3 million due to allowance for funds used during construction related to several large multi-year 
prqjects 

Increased $1 million due to net losses on the sale of property in 2007 

Partially offset by: 

Decreased $2 million due to lower income earned on bond deposits for special projects 

Decreased $ 1  million due to settlement for Brown Station new source review litigation and related programs 

Interest Exuense 

Interest expense increased $3 million in 2009 compared to 2008 primarily due to increased interest expense to 
affiliated companies ($13 million) resulting from additional debt, partially offset by decreased interest expense 
($8 million) due to lower interest rates on bonds and ($2 million) due to lower interest rates on intercompany short 
term borrowings. 

Interest expense increased $16 million in 2008 compared to 2007 primarily due to increased interest expense to 
affiliated companies ($17 million) due to additional debt, partially offset by decreased interest expense ($1  million) 
due to interest received on reacquired debt. 

Deurecintion 

Depreciation expense decreased $3 million in 2009 compared to 2008, primarily due to the decrease in 
depreciation rates that became effective in February 2009, mainly related to an increase in the estimated useful lives 
on transmission and distribution assets. 

Depreciation expense increased $1.5 million in 2008 compared to 2007, primarily due to an increase in capital 
assets that were placed in service in 2008. 

Incorne Tax Exuerise 

Components of income tax expense are shown in the table below: 

2001) 

Current - federal .......................................................................................................... $ (5) 
state 1 

Deferred - federal - net ............................................................................................. 43 
state-net .............................................................................................................. 7 

Investment tax credit - deferred .................................................................................. 21 
Amortization of investment tax credit ........................................................................... __ 
Total income tax expense .............................................................................................. 

__ ......................................................................................................................... 

__ 

- 

2008 2007 - -  
(In millions) 

$ 46 $ 28 
10 13 

(10) (5) 
( 3 )  (1) 

- (1) u r n  
2.5 4.3 
___ 
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Deferred federal and state income tax expense increased in 2009 compared to 2008, priinarily due to temporary 
differences related to storm costs and depreciation. The temporary differences also resulted in an offsetting decrease 
to current federal and state taxes in 2009. Current federal income tax expense increased and investment tax credit - 
deferred decreased primarily due to claiming $18 million less in investment tax credits in 2008. Current state income 
tax decreased due to coal credits claimed in 2008. Deferred federal income tax expense decreased in 2008 compared 
to 2007, priinarily due to adjusting prior year estimates to actual based on the filed tax return. 

Cash Flows from Operating Activities 

Cash provided by operations in 2009 was $39 million less than cash provided by operations in 2008 and was 
primarily the result of decreases in cash due to changes in: 

0 Storm restoration expenses ($55 million) deferred for future recovery as regulatory assets 

Accounts receivable ($16 million) due to timing of payments received from the Illinois Municipal Electric 
Agency (“IMEA”) and the Indiana Municipal Power Agency (“IMPA”) in 2008 

Pension and postretirement funding ($15 million) due to increased contributions made in 2009 

* Accounts payable ($12 million) primarily due to fuel purchases and timing of payments 

Prepayment and other current assets ($2 million) 

These decreases were partially offset by increases in cash due to changes in: 

Earnings, net of non-cash items ($49 million)“) 

Materials and supplies ($5 million) primarily due to a decrease in cash used for coal inventory 

Other ($7 million) 

(1) Management uses the term “earnings, net of non-cash items” in its discussion of cash flows from operating 
activities to describe net income adjusted by income or expenses not requiring cash currently, including 
depreciation, accretion, amortization, deferred income taxes, investment tax credits, provision for pension 
and postretirement benefits and other non-cash items. Although “earnings, net of non-cash items” may not 
be a measure determined in accordance with accounting principles generally accepted in the United States, 
the measure facilitates the analysis by management and investors of the Companies’ cash flows from 
operating activities. 

Cash provided by operations in 2008 was $19 million less than cash provided by operations in 2007 and was 
primarily the result of decreases in cash due to changes in: 

* Materials and supplies ($55 million) priinarily due to increased fuel inventory volumes and higher fuel costs 

Earnings, net ofnon-cash items ($15 million)(’) 

Other ($12 million) primarily due to changes in utility plant and customer advances for construction 

Prepayment and other current assets ($2 million) 

Wind storm regulatory asset ($2 million) due to new regulatory asset for Hurricane Ike restoration expenses 

These decreases were partially offset by increases in cash due to changes in: 

Accounts receivable ($28 million) due to timing of payments received from IMEA and IMPA 
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* Accounts payable ($24 million) primarily due to construction accruals related to FGD projects and TC2 

* Pension and postretirement funding ($14 million) due to contributions made in 2007 

* Other current liabilities ($1 million) 

Cash Flows from Investing Activities 

The primary use of funds for investing activities continues to be for capital expenditures. Net cash used for 
investing activities decreased $1 88 million in 2009 compared to 2008 primarily due to decreased capital 
expenditures of $170 million, assets purchased from LG&E of $10 million in 2008 and changes in restricted cash 
from bonds issued in 2008 used to fund environmental equipment of $8 million. Restricted cash represents the 
escrowed proceeds of the pollution control bonds, which are disbursed as qualifying costs are incurred. 

Net cash used for investing activities decreased $42 million in 2008 compared to 2007 primarily due to decreased 
capital expenditures of $63 million, partially offset by decreased restricted cash of $ I  1 million and an asset 
purchased from LC&E of $10 million. Restricted cash represents the escrowed proceeds of the pollution control 
bonds, which are disbursed as qualifying costs are incurred. 

Cash Flows from Financing Activities 

Net cash provided by financing activities decreased $15 1 million due to decreased long-term borrowings from 
affiliated company of $100 million, lower equity contributions in 2009 of $70 million and reduced issuance of tax- 
exempt bonds in 2009 totaling $17 million, all ofwhich were partially offset by an increase of short-term borrowing 
from affiliate of $36 million. 

Net cash provided by financing activities decreased $15 million in 2008 compared to 2007, primarily due to 
decreased long-term borrowings from affiliated company of $1 98 million, reacquisition of bonds of $80 million, 
retirement of pollution control bonds of $60 million and issuance of pollution control bonds of $1 million, partially 
offset by the retirement of first mortgage bonds of $107 million in 2007, increased infusions from our Parent of 
$70 million, decreased repayment of short-term borrowings from affiliate - net of $67 million, reissuance of 
reacquired bonds of $63 million and retirement of reacquired bonds of $17 million. 

See Note 7 to our 2009 Annual Financial Statements and Note 8 to our Third Quarter Financial Statements, each 
included elsewhere in this Appendix A, for information of redemptions, maturities and issuances of long-term debt. 

Three Months Ended September 30,2010, Compared to 
Three Months Ended September 30,2009 

Results of Operations 

Net Income 

Net income was $54 million for the three months ended September 30, 2010, compared to $66 million for the 
same period in 2009. The decrease was primarily the result of  the following (In niillions o f  $): 
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Three Months 
Ended 

Sentember 30. 
2010 2009 - -- 

Total operating revenues ............................................................... .................. $ 416 
Total operating expenses ...................................................................................... 31 1 
Operating income ................................................................................................ 1 OS 
Interest expense to affiliated companies ............................................................... 18 
Other income (expense) - net ............................................................................. ( I )  
Income before income taxes ................................................................................ 86 
Income tax expense .............................................................................................. 32 
Net income ........................................................................................................... U 

$ 341 
216 
12s 
I8 
A) 

10s 
39 

lLLi6 

Revenues 

The $75 million increase in operating revenues in the three months ended September 30,2010, was primarily due 
to (In millions of $): 

Increase 
JDecrease1 

Retail sales volumes(a) ............................................................................................................................... $ 40 
Retail base rates(b) ..................................................................................................................................... 14 
ECR surcharge due to increased recoverable capital spending ................................................................... 10 

6 Retail fuel adjustment clause (“FAC”) costs billed to customers due to higher fuel prices ....................... 
........................................................................................................................................................... 5 Other ____ 

$75 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling degree days 
and higher energy usage by industrial customers as a result of improved economic conditions and increased 
cooling degree days. 

(b) Primarily due to higher rates effective August 1 ,  2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this Appendix A, for further discussion of the 2010 Kentucky rate case. 

Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in the 
cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky Commission, the 
Virginia Cornmission arid the FERC. Operating expenses follow (in millions of $): 

Three Months 
Ended 

Sentember 30. Increase 
2010 2009 /Decrease1 - -  

Fuel for electric generation ................................................................................... $ 146 $ 114 $ 32 
Power purchased ................................................................................................... 41 47 (6) 
Other operation and maintenance expenses .......................................................... 86 22 64 

33 - 5 Depreciation, accretion and amortization ............................................................. 38 
Total operating expenses ..................................................................................... $LlLl. $_2Lh 

Electric Generation Exuense 

The $32 million increase in fuel for electric generation in the three months ended September 30, 2010, was 
priinarily due to increased volumes of Aiel usage due to increased retail sales volumes. 
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Power Pin.chased Expense 

The $6 million decrease in power purchased expense in the three months ended September 30, 2010, was 
primarily due to (in millions of $): 

Increase 
(Decrease) 

............................................................................................ Third-party purchased volumes for native load $ (8) 
Demand payments for third-party purchase (4) 
Prices for purchases used to serve retail customers ...................................................................................... _I__ 6 

U) 

.................................................................................................. 

Other Operation and Maintenatice fipenses 

Other operation and maintenance expenses increased $64 million in the three months ended September 30, 2010, 
due to $55 million of increased maintenance expenses, and $9 million of increased other operation expenses. These 
increases were primarily due to distribution expenses ($53 million related to maintenance and $4 million related to 
other operations) incurred in the first quarter of  2009 for wind and ice storm restoration that were reclassified to a 
regulatory asset in the third quarter of 2009. 

lncolne Tax Expense 

See Note 7 to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for a reconciliation 
of differences between the 1J.S. federal income tax expense at statutory rates and our iiicome tax expense. 
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Nine Months Ended September 30,2010, Compared to 
Nine Months Ended September 30,2009 

Results of Operations 

Net Income 

Net income was $129 million for the nine months ended September 30, 2010, compared to $99 inillion for the 
same period in 2009. The increase was primarily the result of the following (in millions of $): 

Nine Months Ended 
Sentember 30, 

2010 2009 - -- 
Total operating revenues ...................................................................................... $ 1,146 $ 1,009 
Total operating expenses ......... ........................................................................ 883 812 
Operating income ................................................................................................ 263 197 

............................................................................. 2 
Income before income taxes ................................................................................ 205 148 

Net income ........................................................................................................... U %.--,LB 

Interest expense to affiliated companies ............................................................... 55 51 
Other income (expense) - net (3) - 

Income tax expense .............................................................................................. 76 ~ 49 

Increase 
(Decrease1 

$ 137 
71 
66 

4 

57 
27 

(5) 

u 
Revenues 

The $137 million increase in operating revenues in the nine months ended September 30, 2010, was primarily due 
to (in millions of $): 

Increase 
.(Decrease), 

Retail sales voluines(a) .................................................................................................................................... $ 98 
Retail base rates(b) .......................................................................................................................................... 14 
ECR surcharge due to increased recoverable capital spending ........................................................................ 10 

8 Miscellaneous operating revenue(c) ................................................................................................................ 
DSM revenue due to increased recoverable program spending ....................................................................... 6 
Other 1 

$137 

(a) Primarily due to increased consumption by residential customers as a result of increased cooling and heating 
degree days and higher energy usage by industrial customers as a result of improved economic conditions and 
increased cooling and heating degree days. 

(b) Priinarily due to higher rates effective August 1, 2010. See Note 2 to our Third Quarter Financial Statements, 
included elsewhere in this Appendix A, for further discussion of the 2010 Kentucky rate case. 

(c) Primarily related to increased late payment charges and transmission service revenues. 
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Expenses 

Fuel for electric generation comprises a large component of total operating expenses. Increases or decreases in the 
cost of fuel are reflected in retail rates through the FAC, subject to the approval of the Kentucky Commission, the 
Virginia Commission and the FERC. Operating expenses follow (In millions of $): 

Nine Months Ended 
September 30, 

201 0 2009 -~ ~ 

Fuel for electric generation .............................................................................. $ 391 $ 329 
Power purchased .............................................................................................. 13.5 154 
Other operation and maintenance expenses ..................................................... 25 1 230 
Depreciation, accretion and amortization ........................................................ 106 99 
Total operating expenses ................................................................................ LE33 $812 

Increase 
(Decrease1 

$ 62 
(19) 
21 
2 u 

Electric Generation Exuense 

The $62 million increase in fuel for electric generation in the nine months ended September 30, 2010, was 
primarily due to (In millions of $): 

Increase 
iDecrease) 

Fuel usage volumes due to increased 
native load and wholesale sales ................................................................................................................... $ 73 
Commodity and transportation costs for 
coal .............................................................................................................................................................. (11) 

$62 

Power Purchased Expense 

The $19 million decrease in power purchased expense in the nine months ended September 30, 2010, was 
priinariiy due to (In millions of $): 

Increase 
/Decrease1 

............................................................................................ Third-party purchased volumes for native load $ (16) 
Purchases from LG&E due to volume(a) (13) 
Demand payments for third-party purchases (5) 
Prices for purchases used to serve retail Customers ...................................... 7 
OMU settlement received in 2009(b) ............. ........................................................................................ 6 
Purchases from LG&E due to fuel costs ......... ........................................................................................ - 2 

U) 

..................................................................................................... 
................................................................................................ 

......................................... 

(a) Primarily due to increased consumption by residential customers at LG&E as a result of increased cooling and 
heating degree days and increased coal-fired generation outages in the first six months of 2010 and higher 
energy usage by industrial customers as a result of improved economic conditions and increased cooling and 
heating degree days. See Note 10 to our Third Quarter Financial Statements, included elsewhere in this 
Appendix A, for further discussion of the mutual agreement for wholesale sales and purchases between the 
Companies. 

(b) See Note9  to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for further 
discussion of the OMU settlement. 

Other Operation and Maintenatice Exuenses 

Other operation and maintenance expenses increased $21 million in the nine months ended September 30, 
due to $19 million of increased other operation expenses and $2 million of increased maintenance expenses. 

2010, 
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Other Operatioil Expenses 

The $19 million increase in other operation expenses in the nine months ended September 30,2010 was primarily 
due to (in millions of $): 

Increase 
(Decrease) 

Transmission expense(a) .................................................................................. . $ 7  
Administrative and general(b) .................................... ................................................................................ 6 
Steam expense due to increased generation in 2010 ........................................................................................ 5 
Other.. .............................................................................................................................................................. - 1 

$lg 

(a) Primarily due to  transmission expense for a third party pursuant to a settlement agreement, the establishment of 
a regulatory asset approved by the Kentucky Commission for the EKPC settlement in 2009, net of nine months 
of amortization expense recorded in 20 IO,  and increased transmissiori expense due to transmission charges for 
FERC ,jurisdictional municipal customers now unbundled from energy. 

(b) Primarily due to increased bad debt expense due to higher billed revenues, implementation of a late payment 
charge and a higher net charge-off percentage, increased labor costs, and increased insurance cost. 

Interest Exuense io A ffiliaied Cornsanies 

The $4 million increase in interest expense to affiliated companies in the nine months ended September 30, 2010, 
was primarily due to increased intercompany notes outstanding. 

Income Taw Expense 

See Note 7 to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for a reconciliation 
of differences between the U S .  federal income tax expense at statutory rates and our income tax expense. 

Liquidity and Capital Resources 

September 30, December 31, 
2010 2009 

(in millions) 
Cash and cash equivalents ........................................................................................... $ 2 $ 2  

Current portion of long-term debt to affiliated company ............................................. 
Notes payable to affiliated company ........................................................................... 61 4s  

Current portion of long-term debt ................................................................................ 228 228 
33 33 

Activity in our cash and cash equivalents in the nine months ended September 30,2010, included the following: 

Increase 
(Decrease) 

(In millions) 
Cash provided by operating activities ......................................................................................................... $ 300 
Construction expenditures (218) 
A net increase in short-term borrowings from affiliated company ............................................................. 

Payment of  dividends ---..fa) 
$ 

.......................................................................................................................... 
16 

(48) Expenditures to purchase assets from affiliate ............................................................................................ 
................................................................................................................................. 

We use net cash generated fiom our operations, external financing, financing from affiliates and/or infusions of 
capital from our Parent mainly to fund construction of plant and equipment. As of September 30, 2010, we had a 
working capital deficiency of  $205 million, primarily due to the terms of certain tax-exempt bonds totaling 
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$228 million which allow the investors to put the bonds back to the Company causing them to be classified as 
current portion of long-term debt. We believe we have adequate liquidity facilities to repurchase any bonds put back 
to the Company. Working capital deficiencies can be funded through an intercompany money pool agreement or 
through a syndicated credit facility as described below. We believe that our sources of funds will be sufficient to 
meet the needs of our business in the foreseeable future. 

On November 1, 2010, we entered into a new $400 million unsecured Revolving Credit Agreement, expiring 
December 31, 2014. Under this credit facility, we have the ability to make cash borrowings and to request the 
lenders to issue letters of credit. Borrowings will generally bear interest at LIBOR-based rates plus a spread, 
depending upon our senior unsecured long-term debt rating. The new credit facility contains a financial covenant 
requiring our debt to total capitalization to not exceed 70% and other customary covenants. IJnder certain 
conditions, we may request that the facility’s capacity be increased by up to $100 million. This new credit facility 
replaced an existing bilateral line of credit totaling $35 million that was terminated on the effective date of the new 
facility. 

In addition, we maintain letter of credit facilities under which four letters of credit have been issued totaling 
$198 million, which support existing pollution control bonds totaling approximately $195 million. We plan to 
substitute letters of credit issued under our new Revolving Credit Agreement for these letters of credit currently 
supporting pollution control bonds. After the substitution, we plan to terminate these letter of credit facilities. 

We also participate in an intercompany money pool agreement wherein our Parent and/or LG&E make funds 
available to us at market-based rates (based on highly rated commercial paper issues) up to $400 million. 

We, through our Parent, sponsor pension and postretirement benefit plans for our employees. The performance of 
the capital markets affects the values of the assets that are held in trust to satisfy future obligations under the defined 
benefit pension plans. The market value of the combined investments, including the impact of benefit payments, 
within the plans increased by approximately 15% for the year ended December 3 1,2009. The benefit plan assets and 
obligations of our Parent and the Company are remeasured annually using a December 31 measurement date. 
Investment gains in 2009 resulted in a decrease to the plans’ unfunded status upon actuarial revaluation of  the plans, 
while investment losses in 2008 had the opposite effect. Our 2009 pension cost was approximately $20 million 
higher than 2008. We anticipate our 2010 pension cost will be approximately $5 million less than the 2009 expense. 
The amount of future funding will depend upon the actual return on plan assets, the discount rate and other factors, 
but we fund our pension obligations in a manner consistent with the Pension Protection Act of  2006. In January 
2010, we made a voluntary contribution to our pension plan of $1.3 million. 

Future Capital Requirements 

Our construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed and appropriate revisions are made, when necessary, in construction schedules. At September 30, 201 0, 
we estimated our capital expenditures for the three-year period ending December 3 I ,  2012 to total approximately 
$1,125 million, consisting primarily of on-going construction related to generation assets totaling approximately 
$305 million, ash pond and landfill projects totaling approximately $21 0 million, on-going construction related to 
distribution assets totaling approximately $245 million, selective catalytic reduction projects totaling approximately 
$ 1  55 million, installation of FGDs on Ghent and Brown units totaling approximately $12.5 million, information 
technology projects totaling approximately $35 million, other projects totaling approximately $2.5 million and 
construction of TC2 totaling approximately $25 million (including $5 million for environmental controls). 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures above the amounts currently expected over the next several years. With respect to NAAQS, CATR, 
CAMR (each as defined and described under “Business - Environmental Matters”) replacement and coal 
combustion byproducts developments, based on a preliminary analysis of proposed regulations, we may be required 
to consider actions such as upgrading existing emissions controls, installing additional emissions controls, upgrading 
byproducts disposal and storage and possible early replacement of coal-fired units. Our capital expenditures 
associated with such actions are preliminarily estimated to be in the $1.7 billion range over the next 10 years, 
although final costs may substantially vary. With respect to potential developments in water discharge, revised PCB 
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standards, or GHG initiatives, costs in such areas cannot be estimated due to the preliminary status or uncertain 
outcome of such developments, but would be in addition to the above amounts and could be substantial. See Note 9 
to our Third Quarter Financial Statements, included elsewhere in this Appendix A, for further discussion of 
environmental matters. 

Future capital requirements may be affected in varying degrees by factors such as electric energy demand load 
growth, changes in construction expenditure levels, rate actions by regulatory agencies, new legislation, changes in 
commodity prices and labor rates, changes in environmental regulations and other regulatory requirements. Credit 
market conditions can affect aspects of the availability, terms or methods in which we fund our capital requirements. 
We anticipate funding future capital requirements through operating cash flow, issuance of debt (including issuance 
of first mortgage bonds) and/or infusions of capital from our Parent. 

We have a variety of funding alternatives available to meet our capital requirements. We maintain a $400 million 
unsecured revolving credit facility with a maturity date of  December 31, 2014, and we participate in an 
intercompany money pool arrangement wherein our Parent and/or LG&E inalte funds of up to $400 million 
available to the Company at market-based rates. 

Regulatory approvals are required for the Company to incur additional debt. The Virginia Commission and the 
FERC authorize the issuance of short-term debt while the Kentucky Commission, the Virginia Commission and the 
Tennessee Regulatoiy Authority authorize the issuance of long-term debt. In November 2009, we received a two- 
year authorization fiom the FERC to borrow up to $400 million in short-term fiinds. We also have authorization 
from the Virginia Commission that expires at the end of 201 1 allowing short-term borrowing of up to $400 million. 
We currently believe this authorization provides the necessaiy flexibility to address any liquidity needs. As of 
September 30,2010, we have borrowed $61 inillion of this authorized amount. 

In September 2010 the Kentucky Commission, and in October 2010 the Virginia Commission and the Tennessee 
Regulatory Authority, issued orders in the Company’s respective financing cases associated with the PPL 
acquisition. The orders each authorized the Company to: 

issue notes to a PPL affiliate to repay previously outstanding debt with an affiliate of E.ON AG; 

issue first mortgage bonds up to $1 3 5 6  billion to 

refund notes due to affiliates and 

* fund our cash needs; 

issue first mortgage bonds to secure and collateralize existing pollution control debt obligations; 

enter into and perform obligations under hedging agreements in connection with the issuance of the above first 
mortgage bonds; and 

enter into a multi-year revolving credit facility in an amount not to exceed $400 million. 

See Notes 7, 8 and 9 to our 2009 Annual Financial Statements and Notes 8 and 9 to our Third Quarter Financial 
Statements, each included elsewhere in this Appendix A, for additional information. 
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Contractual Oblig a t’ ions 

The following table is provided to summarize contractual cash obligations, as estimated by the Company at 
December 31, 2009. We anticipate cash from operations and external financing will be sufficient to fund future 
obligations. 

Payments Due by Period 
Contractual Cash Oblieations 2010 2011 2012 2013 2014 Tliereafter Total 

(In millions) 
Short-term debt(a) .................................................... $ 45 $ - $ - $ - $ - $ - $ 4s 
Long-term debt(b)(j) ................................................ 3.3 - SO 175 100 1,324(b) 1,682 
Interest on long-term debt to affiliated 

company(c)(k) ....................................................... 7.3 72 71 67 61 424 768 

Operating leases(e) .................................................. 7 6 5 4 4 3 29 
Unconditional power purchase obligations( f) .......... 16 10 10 1 1  12 177 23 6 

Postretirement benefit plan obligations(h) ............... 5 6 6 6 6 34 63 
- 62 

Interest on fixed rate bonds(d) ................................. 2 2 2 2 2 21 3 1 

Coal and gas purchase obligations(g) ...................... 391 307 145 88 92 - 1,023 

Other obligations(i) .................................................. 57 5 
Total contractual cash obligations ........................... $629 $408 k2.B $353 $277 $1.983 $3.939 

- - ___ 

Represents borrowings from affiliated company due within one year. 

Includes $228 million of pollution control bonds classified as current liabilities, which bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

Represents future interest payments on long-term debt to affiliated company. 

Represents interest on fixed rate long-term bonds. Future interest obligations on variable rate long-term bonds 
cannot be quantified. 

Represents future operating lease payments. 

Represents future minimum payments under OMU and Ohio Valley Electric Corporation power purchase 
agreements through May 20 10 and 2026, respectively. 

Represents contracts to purchase coal and natural gas transportation. Obligations for 201.5 and 2016 are 
indexed to future market prices and are not included above, since prices will be set in the future using the 
contracted methodology. 

Represents currently projected cash flows for the postretirement benefit plan as calculated by the actuary. 

Represents construction commitments, including commitments for TC2 and the FGDs. 

Includes long-term debt to affiliate of $1,298 million in long-term debt and $33 million in short-term debt, 
which was replaced with other affiliate borrowings at the time of the PPL acquisition of our Parent, which 
borrowings will be repaid with proceeds of the Bonds. 

Debt to affiliate will be repaid with the proceeds of the Bonds, thereby modifying future interest obligations. 

Off-Balance Sheet Arrangements 

We have very limited off-balance sheet activity. See Note 9 to our 2009 Annual Financial Statements, included 
elsewhere in this Appendix A, for more information. 
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Climate Change 

As a company with significant coal-fired generating assets, we could be substantially impacted by pending or 
future environmental rules or legislation requiring mandatory reductions in GHG emissions or other air emissions, 
imposing more stringent standards on discharges to waterways, establishing additional requirements for the handling 
or disposal of coal combustion byproducts, or addressing other environmental matters. However, the precise impact 
on our operations, including the reduction targets and deadlines that would be applicable, cannot be determined prior 
to the finalization of  such requirements. 

The cost to the Company and the effect on our business of complying with potential GHG restrictions will depend 
upon the details of the programs ultimately enacted. Some of the design elements which may have the greatest effect 
on the Company include (a) the required levels and timing of any carbon caps or limits, (b) the emission sources 
covered by such caps or limits, (c) transition and mitigation provisions, such as phase-in periods, free allowances or 
price caps, (d) the availability and pricing of relevant GHG-reduction technologies, goods or services and 
(e) economic, market and customer reaction to electricity price and demand changes due to GHG limits. While the 
costs to comply with future GHG developments are not currently determinable, such costs could be significant. 

Ultimately, environmental matters or potential environmental matters represent an important element of current 
or future potential capital requirements, future unit retirement or replacement decisions, supply and demand for 
electricity, operating and maintenance expenses or compliance risks for the Company. While we currently anticipate 
that many of such direct costs or effects may be recoverable through rates or other regulatory mechanisms, 
particularly with respect to coal-related generation, the availability, timing or completeness of such rate recovery 
cannot be assured. Ultimately, climate change matters could result in material effects on our results of operations, 
liquidity and financial condition. 

Growing global, national and local attention to climate change matters has led to the development of various 
international, federal, regional and state laws and regulations directly or indirectly relating to  emissions of GHGs, 
including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal and natural gas, as 
occurs at our generating stations. In particular, beginning in January 201 1,  GHG emissions from stationary sources, 
including our generating assets, will be subject to regulation by the EPA under the Prevention of Significant 
Deterioration and Title V provisions of the federal Clean Air Act through the GHG “tailoring” rule. Other 
developing laws and regulations include a variety of mechanisms and structures to regulate GHGs, including direct 
limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy efficiency 
or conservation measures, and may require investments in transmission, alternative fuel or carbon sequestration or 
other emission reduction technologies. See “Business - Environmental Matters,” Note 9 to our 2009 Annual 
Financial Statements and Note 9 to our Third Quarter Financial Statements, each included elsewhere in this 
Appendix A, for additional information. 

Quantitative and Qualitative Disclosures about Market Risk 

We conduct energy trading and risk management activities to maximize the value of power sales from physical 
assets we own. Energy trading activities are principally forward financial transactions to manage price risk and are 
accounted for as non-hedging derivatives on a mark-to-market basis in accordance with the derivatives and hedging 
topic of the Financial Accounting Standards Board’s (“FASB”) Accounting Standards Codification (“ASC”). 

The Company manages its cost of borrowing by utilizing both fixed and floating rate debt. The exposure to 
floating rate debt can be mitigated through the use of interest rate swaps. We currently do not have any interest rate 
swaps in place. 

For more information, see Note3 to our 2009 Annual Financial Statements and Note4 to our Third Quarter 
Financial Statements, each included elsewhere in this Appendix A. 

Critical Accounting Policies/Estimates 

Preparation of  financial statements and related disclosures in compliance with generally accepted accounting 
principles requires the application of appropriate technical accounting rules and guidance, as well as the use of 
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estimates. The application of these policies necessarily involves judgments regarding future events, including legal 
and regulatory challenges and anticipated recovery of costs. These judgments could materially impact the financial 
statements and disclosures based on varying assumptions, which may be appropriate to use. In addition, the financial 
and operating environment also may have a significant effect, not only on the operation of the business, but on the 
results reported through the application of accounting measures used in preparing the financial statements and 
related disclosures, even if the nature of the accounting policies applied has not changed. Specific risks for these 
critical accounting policies are described in the notes to our audited and unaudited financial statements included 
elsewhere in this Appendix A. Each of these has a higher likelihood of resulting in materially different reported 
amounts under different conditions or using different assumptions. Events rarely develop exactly as forecasted, and 
the best estimates routinely require ad,justment. 

Recent accounting pronouncements and critical accounting policies and estimates including unbilled revenue, 
allowance for doubtful accounts, regulatory mechanisms, pension and postretirement benefits and income taxes are 
detailed in Notes 1 ,  2, 5 ,  6 and 9 to our 2009 Annual Financial Statements and Notes 1, 2, 6, 7 and 9 to oiir Third 
Quarter Financial Statements, each included elsewhere in this Appendix A. 

Controls and Procedures 

Management is responsible for establishing and maintaining adequate internal control over financial reporting. 
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with 
generally accepted accounting principles. A company’s internal control over financial reporting includes those 
policies and procedures that pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions of the assets of the company; provide reasonable assurance that transactions 
are recorded as necessary to permit preparation of  financial statements in accordance with generally accepted 
accounting principles and that receipts and expenditures of the company are being made only in accordance with 
authorizations of management and directors of the company; and provide reasonable assurance regarding prevention 
or timely detection of unauthorized acquisition, use or disposition of the company’s assets that could have a material 
effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of  changes in conditions, or that the degree of  compliance with the 
policies or procedures may deteriorate. 

As of December 3 1,2009, we are not subject to the internal control and other requirements of the Sarbanes-Oxley 
Act of 2002 and associated rules (“Sarbanes-Oxley”) and consequently are not required to evaluate the effectiveness 
of our internal control over financial reporting pursuant to Section 404 of  Sarbanes-Oxley. However, management 
has assessed the effectiveness of our internal control over financial reporting as of December 31, 2009, using the 
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in Internal C a i ~ o l  - 
Integrated Frainework Management has concluded that, as of  December 3 1, 2009, our internal control over 
financial reporting was effective based on those criteria. There have been no changes in our internal control over 
financial reporting that occurred during the twelve months ended December 31, 2009, or during the nine months 
ended September 30, 201 0, that have materially affected, or are reasonably likely to materially affect our internal 
control over financial reporting. 

The effectiveness of our internal control over financial reporting as of December 31, 2009, has been audited by 
PricewaterhouseCoopers LLP, an independent accounting firm, as stated in its report which is included within our 
2009 Annual Financial Statements included elsewhere in this Appendix A. 
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BUSINESS 

Overview 

Kentucky Utilities Company, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public 
utility engaged in the generation, transmission, distribution and sale of  electric energy in Kentucky, Virginia and 
Tennessee. We provide electric service to approximately 5 15,000 customers in 77 counties in central, southeastern 
and western Kentucky, to approximately 29,000 customers in 5 counties in southwestern Virginia and to 
5 customers in Tennessee. Our service area covers approximately 6,600 square miles. During the first three quarters 
of 2010, approximately 99% of the electricity generated by us was produced by our coal-fired electric generating 
stations. The remainder is generated by a hydroelectric power plant and natural gas and oil fueled combustion 
turbines (“CTs”). In Virginia, we operate under the name Old Dominion Power Company. We also sell wholesale 
electric energy to 12 municipalities. 

Our affiliate, Louisville Gas and Electric Company (“LG&E”), is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy and the distribution and sale of  natural gas in 
Kentucky. We and LG&E became indirect wholly-owned subsidiaries of PPL Corporation on November 1,2010. 

Operations 

The sources of our operating revenues and volume of sales for the year ended December 31, 2009 were as 
follows: 

Revenue YO Revenue Volume YO Volume 
( $ i n  millions. Volume in GWA) 

Industrial & Commercial ..................................................................... $ 637 47% 10,171 49% 
Residential ........................................................................................... 480 35% 6,594 31% 

........................................................................................... 9% Municipals 91 7% 1,848 
......................................................................................... 8% Other Retail 118 9% 1,647 

Wholesale(1) ........................................................................................ 29 2% 660 - 3% 
Total .................................................................................................... S . , A J S  _LM% 20.920 J.QfJ% 

(1) Includes transactions between the Company and LG&E 

Our business is affected by seasonal temperatures. As a result, operating revenues (and associated operating 
expenses) are not generated evenly throughout the year. We frequently experience dual peaks in winter and summer; 
our peak load in 2009 of 4,640 megawatts (“Mw”) occurred on January 16, when the temperature reached a low of 
-3 degrees Fahrenheit in Lexington. 

Our retail electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electric generation 
are reflected in the rates charged to retail electric customers. The FAC allows us to adjust customers’ accounts for 
the difference between the fuel cost component of base rates and the actual fiiel cost, including transportation costs. 
Refunds to customers occur if the actual costs are below the embedded cost component. Additional charges to 
customers occur if the actual costs exceed the embedded cost component. The amount of the regulatory asset or 
liability is the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act, including a return of 
operating expenses, and a return of and on capital invested, through the environmental cost recovery ( “ E C R )  
mechanism. Pursuant to this mechanism, a regulatory asset or liability is established in the amount that has been 
under- or over-recovered due to timing or adjustments to the mechanism. This mechanism includes construction 
work in progress and a return on equity, currently set at 10.63%. 

We have contracts with the Tennessee Valley Authority (“TVA”) to act as our transmission Reliability 
Coordinator and Southwest Power Pool, Inc. (“SPP”) to function as our independent transmission operator, pursuant 
to FERC requirements. With respect to certain of these matters, we have submitted filings with the FERC and the 
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Kentucky Comniission proposing to approve agreed-upon continuations of these arrangements beyond their 
previous September 20 10 expiration dates. The Kentucky Commission approved the continuation of this 
arrangement on October 27,2010, and FERC approval is anticipated in 2010. 

We and LG&E jointly dispatch our generation units with the lowest cost generation used to serve retail native 
load. When we have excess generation capacity after serving our own retail native load and our generation cost is 
lower than that of LG&E, LG&E purchases electricity from us. When LG&E has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of ours, we purchase electricity from 
L,G&E. These transactions are recorded as intercompany wholesale sales and purchases and are recorded by each 
company at a price equal to the seller’s fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
companies. The volume of energy each company has to sell to the other is dependent upon its native load needs and 
its available generation. See Note 1 I to our 2009 Anniial Financial statements and Note 10 to our Third Quarter 
Financial Statements, each included elsewhere in this Appendix A. 

Properties 

Our power generating system includes coal-fired units operated at our four steam generating stations. Natural gas 
and oil fueled CTs supplement the system during peak or emergency periods. As of December 31, 2009, we owned 
all or a portion of, and operated the following generating stations* while targeting a 1.3%-1%0 reserve margin: 

2009 Heat 
Rate 

Plant Location IBtu/l<WIi1 
Steam Turbines 

Ghent-Units 1-4 ............................. Carroll County, KY 
E.W. Brown - IJnits 1-3 .............. Mercer County, KY 
Green River - Units 3-4 ............... Muhlenberg County, KY 
Tyrone-Unit 3 ................................ Woodford County, KY 

10,882 
10,630 
11,352 
13,156 

Total Coal-fired Generation ......... 
Combustion Turbines 
Trimble County - Units 
5-10 ............................................... Trimble County, KY 

E. W. Brown - Units 5- I I * .......... Mercer County, KY 
Secondary CTs* ............................. FayegelJefferson County, KY 

1 1,603 
15,424 
57,458 

Total Gas-fired Generation ........... 
Hydroelectric Stations 
Dix Dam ........................................ Mercer County, KY NA 

Total Hydroelectric Generation ... 
In Construction 

Grand Total .................................... 
Trimble County -Unit 2** .......... Tritnble County, KY NA 

Plant 
B p e  Fuel 

ST Coal 
ST Coal 
ST Coal 
ST Coal 

CT Gas 
CT Gas 
CT Gas 

NA Hydro 

ST Coal 

Summer 
Capability 2009 

Rating Generation 
(Mw) GWii 

1,918 11,346 
697 2,505 
16.3 625 
71- 24 
2,849 14,500 

632 129 
75 7 56 
110 0 
1,499 185 

24- 69 
24 69 

N A -  NA 
2lai2lti.754 

* Some of these units are jointly owned with LG&E and others (capability ratings reflect our ownership share). 
See Note 10 to our 2009 Annual Financial Statements, included elsewhere in this Appendix A, for information 
regarding jointly-owned units. 

** At November 1,2010, TC2, a new 760-Mw capacity base-load, coal fired unit that will be jointly owned by the 
Company (60.75%) and LG&E (14.25%) and unrelated third parties, remains under construction with 
completion expected by year-end 20 10. 
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At December 31, 2009, our transmission system included 130 substations (52 of which are shared with the 
distribution system) with a total capacity of approximately 13,016 Megavolt-ampere (“MVA”) and approximately 
4,040 miles of lines. The distribution system included 479 substations (52 of which are shared with the transmission 
system) with a total capacity of approximately 6,973 MVA, 14,136 miles of overhead lines and 2,209 miles of 
underground conduit. 

Substantially all of our real and tangible personal property located in Kentucky and used or to be used in 
connection with the generation, transmission and distribution of electricity, subject to certain exclusions and 
exceptions, is sub,ject to the lien of the Mortgage, as described in “Description of the Bonds - Security; Lien of the 
Mortgage.” 

We own 20% of the common stock of EEI, which owns and operates a 1,162-Mw generating station in southern 
Illinois. EEI generally sells its production into the wholesale market. Additional information regarding property and 
investments is provided in Notes 1 ,  9 and 10 to our 2009 Annual Financial Statements and Note 9 to our Third 
Quarter Financial Statements, each included elsewhere in this Appendix A. 

Coiistritction and Futicre Capital Requirenzeizts 

The Company and L,G&E are currently constructing a new 760-Mw capacity base-load, coal fired unit, TC2, 
which will be jointly owned by the Company (60.75%) and LG&E (14.25%), together with the Illinois Municipal 
Electric Agency and the Indiana Municipal Power Agency. Each owner is responsible for its proportionate share of 
the capital cost during construction, and fuel, operation and maintenance cost when TC2 begins operation , which is 
scheduled to occur by year-end 201 0. The contract price and its components attributable to us, currently 
approximating $697 million (including $192 million for environmental controls) are subject to a number of potential 
adjustments which may serve to increase or decrease the ultimate construction price paid or payable to the 
contractor. 

Our construction program is designed to ensure that there will be adequate capacity and reliability to meet the 
electric needs of our service area and to comply with environmental regulations. These needs are continually being 
reassessed, and appropriate revisions are made, when necessary, in construction schedules. At September 30, 20 10, 
we estimated our capital expenditures for the three-year period ending December 31,2012, including those for TC2, 
to total approximately $ 1 . 1  billion, consisting primarily of the following: 

Construction of generation assets ..................................... .......................................................... 
Constriiction of distribution assets ....................................................................................................... 
Ash pond and landfill projects .............................................................. .......................................... 
Brown SCR ......................... ..................................................................................... 
Installation of FGDs on Ghent and Brown units ................................................................................. 
Information technology projects .......................................................................................................... 

Construction of TC2 (includes $5 million for environmental controls) ............................................... 
Other projects ...................................................................................................................................... 

($ in millions) 
$ 305 

245 
210 
155 
125 
35 
25 
25 

$1.125 

In addition to the amounts above, evolving environmental regulations will likely increase the level of capital 
expenditures over the next several years. See “Business - Environmental Matters.” Future capital requirements 
may be affected in varying degrees by factors such as electric energy demand, load growth, changes in construction 
expenditure levels, rate actions by regulatory agencies, new legislation, changes in commodity prices and labor 
rates, further changes in environmental regulations and other regulatory requirements. Credit market conditions can 
affect aspects of the availability, terms or methods in which we fund our capital requirements. We anticipate funding 
future capital requirements through operating cash flow, debt and/or infusions of capital from our Parent. 

For a discussion of liquidity, capital resources and financing activities, see “Management’s Discussion and 
Analysis.” 
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Coal Supply 

Coal-fired generating units provided approximately 99% of our net kilowatt-hour (“Kwh”) generation for 2009. 
The remaining net generation for 2009 was provided by natural gas and oil fueled CT peaking units and a 
hydroelectric plant. Coal is expected to be the predominant fuel used by us in the foreseeable future, with natural gas 
and oil being used for peaking capacity and flame stabilization in coal-fired boilers or in emergencies. We have no 
nuclear generating units and have no plans to build any in the foreseeable future. 

Fuel inventory is maintained at levels estimated to be necessary to avoid operational disruptions at the coal-fired 
generating units. Reliability of coal deliveries can be affected from time to time by a number of factors including 
fluctuations in demand, coal mine production issues and other supplier or transporter operating difficulties. 

We have entered into coal supply agreements with various suppliers for coal deliveries for 2010 and beyond, and 
normally augment our coal supply agreements with spot market purchases. We have a coal inventoiy policy which 
we believe provides adequate protection under most contingencies. 

For our existing units, we expect to continue purchasing coal from western and eastern Kentucky, West Virginia, 
southern Indiana, southern Illinois and Ohio for the foreseeable future. With the installation of FGDs, we expect our 
use of higher sulfur coal to increase. Following commercial operation of the new TC2 unit, we may purchase small 
quantities of ultra low sulfur content coal from Wyoming for blending. Coal is delivered to our generating stations 
by a mix of transportation modes, including barge, truck and rail. 

Rates and Regulation 

We are subject to the jurisdiction of the Kentucky Commission, the Virginia Commission, the Tennessee 
Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as such, our 
accounting is subject to the regulated operations guidance of the FASB ASC. Given our competitive position in the 
marketplace and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application of the regulated operations guidance of the FASB ASC. 

Our Kentucky base rates are calculated based on a return on capitalization (common equity, long-term debt and 
notes payable) including certain regulatory adjustments to exclude non-regulated investments and environmental 
compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory assets or 
regulatory liabilities are excluded from the return on capitalization utilized in the calculation of  Kentucky base rates; 
therefore, a return is earned on all Kentucky regulatory assets. Our Virginia base rates are calculated based on a 
return on rate base (net utility plant less deferred taxes and miscellaneous deductions). All regulatory assets and 
liabilities are excluded from the return on rate base utilized in the calculation o f  Virginia base rates. 

PPL Acquisitior~. In September 201 0, the Kentucky Commission approved the September 20 10 settlement 
agreement among PPL and all of the intervening parties to PPL’sjoint application to the Kentucky Commission for 
approval of its acquisition of ownership and control of our Parent, the Company and LG&E. In the settlement, the 
parties agreed that we and LG&E would commit that no base rate increases would take effect before January I ,  
201.3. The Company’s rate increase that took effect on August 1, 2010 (as described below) will not be impacted by 
the settlement. Under the terms of the settlement, we retain the right to seek approval for the deferral of 
“extraordinary and uncontrollable costs.” Interim rate adjustments will continue to be permissible during that period 
for existing fuel, environmental and DSM recovery mechanisms. The agreement also substitutes an acquisition 
savings shared deferral mechanism for the requirement that the Company file a synergies plan with the Kentucky 
Commission. This mechanism, which will be in place until the earlier of five years or the first day of the year in 
which a base rate increase becomes effective, permits the Company to earn up to a 10.75% return on equity. Any 
earnings above a 10.75% return on equity will be shared with customers on a SO%/SO% basis. The Kentucky 
Commission order and the settlement agreement contained a number of other commitments with regard to 
operations, workforce, community involvement and other matters. 

In October 2010, both the Virginia Commission and the Tennessee Regulatory Authority approved the transfer of 
control of the Company from E.ON IJS Investments Corp. to PPL. Each of these orders contained certain 
commitments with regard to operations, workforce, community involvement and other matters. 
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In October 2010, the FERC approved the September 2010 settlement agreement among the Company, LG&E, 
other applicants and protesting parties. The settlement agreement includes various conditional commitments, such as 
a continuation of certain existing undertakings with protesters in prior cases, an agreement not to terminate certain 
of our municipal customer contracts prior to January 2017, an exclusion of any transaction-related costs from 
wholesale energy and tariff customer rates to the extent that we have agreed to not seek the same transaction-related 
cost from retail customers and agreements to coordinate with protesters in certain open or on-going matters. 

Kentiicky Rate Case In January 2010, we filed an application with the Kentucky Commission requesting an 
increase in electric base rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. 
We requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1 ,  2010. The requested rates were suspended until August 1 ,  2010. A number of intervenors entered the 
rate case, including the office of the Attorney General of Kentucky (the “AG”) Kentucky Attorney General’s office, 
certain representatives of industrial and low-income groups and other third parties, and submitted filings challenging 
our requested rate increases, in whole or in part. A hearing was held on June 8, 2010. We and all of the intervenors 
except the AG agreed to a stipulation providing for an increase in electric base rates of $98 million on an annual 
basis and filed a request with the Kentucky Commission to approve such stipulation. In July 2010, the Kentucky 
Commission issued an order in the proceeding approving all the provisions of the stipulation, with rates effective on 
and after August 1 ,20 10. 

J’kginia Rare Case. In June 2009, we filed an application with the Virginia Commission requesting an increase 
in electric base rates for our Virginia jurisdictional customers in an amount of $12 million annually or approximately 
21%. The proposed increase reflected a proposed rate of return on rate base of 8.586% based on a return on equity of 
12%. During December 2009, we and the Virginia Commission Staff agreed to a stipulation and recommendation 
authorizing base rate revenue increases of $11 million annually and a return on rate base of  7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission order, we elected to implement the proposed rates effective November 1, 2009, on an interim 
basis. In March 2010, the Virginia Commission issued an order approving the stipulation, with the increased rates to 
be put into effect as of April 1 ,  2010. As part of the stipulation, we refunded approximately $ 1  million in interim 
rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed with the Virginia 
Commission detailing the costs of the refunds, the accounts charged and confirming that applicable refunds had been 
applied. 

FERC Wholesale Rate Case In September 2008, we filed an application with the FERC for increases in electric 
base rates applicable to wholesale power sales contracts or interchange agreements involving, collectively, twelve 
Kentucky municipalities. The application requested a shift from an all-in stated unit charge rate to an unbundled 
formula rate, including an annual adjustment mechanism. In May 2009, the FERC issued an order approving a 
settlement among the parties in the case, incorporating increases of  approximately 3 %  fiom prior rates and a return 
on equity of 11%. In May 2010, we submitted to the FERC the proposed current annual adjustment to the formula 
rate. This updated rate became effective on July 1, 2010, subject to certain review procedures by the wholesale 
requirements customers and the FERC, including potential refunds in the case of disallowed costs or charges. 

By mutual agreement, the parties’ settlement of the 2008 application left outstanding the issue of whether we 
must allocate to the municipal customers a portion of renewable resources we may be required to procure on behalf 
of our retail ratepayers. In August 2009, the FERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An order was issued by the FERC in July 2010, indicating that we are not required to 
allocate a portion of  any renewable resources to the twelve municipalities, thus resolving the remaining issue. 

Rejiind of Over-Collected Ainozints On July IS, 2010, our Parent, on behalf of the Company and LG&E, 
submitted an informational filing indicating it had inadvertently over-collected certain costs related to the 
independent transmission organization and reliability coordinator in rates charged pursuant to the Attachment 0 
formula rate included in the companies’ open access transmission tariff. Total refunds being issued in connection 
with the inadvertent recovery are approximately $1.2 million. No action has been taken by FERC with respect to this 
informational filing. 
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Stor7n Restoi~ation In Januaiy 2009, a significant ice storm passed through our service territory causing 
approximately 199,000 customer outages and was followed closely by a severe wind storm in February 2009 that 
caused approximately 44,000 customer outages. We incurred $57 million in incremental operation and maintenance 
expenses and $33 million in capital expenditures related to the restoration following the two storms. We filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and 
defer for future recovery approximately $62 million in incremental operation and maintenance expenses related to 
the storm restoration. In September 2009, the Kentucky Commission issued an order allowing us to establish a 
regulatory asset of up to $62 million based on our actual costs for storm damages and service restoration due to the 
January and February 2009 storms. In September 2009, we established a regulatory asset of $57 million for actual 
costs incurred. We received approval in our current base rate case to recover this asset over a ten year period 
beginning August 1,2010. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory causing 
significant outages and system damage. In October 2008, we filed an application with the Kentucky Commission 
requesting approval to establish a regulatory asset, and defer for future recovery, approximately $ 3  million of 
expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an order allowing LIS 
to establish a regulatory asset of up to $3 million based on our actual costs for storm damages and service restoration 
due to Hurricane Ike. In December 2008, we established a regulatory asset of $2 million for actual costs incurred. 
We received approval in our current electric base rate cases to recover this asset over a ten year period beginning 
August 1,2010. 

2008 Rate Case In July 2008, we filed an application with the Kentucky Commission requesting an increase in 
base electric rates. In con,junction with the filing of the application for a change in base rates, based on previous 
orders by the Kentucky Commission approving settlement agreements among all interested parties, the VDT 
surcredit terminated in August 2008. The VDT surcredit was a regulatory mechanism that reduced rates as the result 
of changes made to reduce operating costs following a previous acquisition transaction involving our Parent. In 
February 2009, the Kentucky Commission issued an order approving a settlement agreement among us, the AG, the 
Kentucky Industrial Utility Consumers, Inc. and all other parties to the rate case, under which our base electric rates 
decreased by $9 million annually effective February 6,2009, at which time the merger surcredit (which originated as 
part of our Parent’s merger with KU Energy Corporation in 1998) terminated. 

Rote Meclinttisnts 

FjlC Our retail electric rates contain a FAC, whereby increases and decreases in the cost of fuel for electric 
generation are reflected in the rates charged to retail electric customers. The FAC allows us to adjust customers’ 
accounts for the difference between the fuel cost component of base rates and the actual fuel cost, including 
transportation costs. Credits to customers occur if the actual costs are below the embedded cost component. 
Additional charges to customers occur if the actual costs exceed the embedded cost component. A regulatory asset 
or liability is established in the amount that has been under- or over-recovered due to timing or adjustments to the 
mechanism. 

ECR. Kentucky law permits us to recover the costs of complying with the Federal Clean Air Act and those 
federal, state and local environmental requirements that apply to coal combustion wastes and by-products from 
facilities utilized for production of energy from coal, including a return of operating expenses, and a return of and on 
capital invested, through the ECR mechanism. Pursuant to this mechanism, a regulatory asset or liability is 
established in the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 
This mechanism includes construction work in progress and a return on equity, currently set at 10.63%. 

DSA4 Our rates contain a DSM provision which includes a rate mechanism that provides for concurrent recovery 
of DSM costs and provides an incentive for implementing DSM programs. The provision allows us to recover 
revenues from lost sales associated with the DSM programs based on program plan engineering estimates and post- 
implementation evaluations. 

For a further discussion of current rates and regulatory matters, see Notes 2, 9 and 12 to our 2009 Annual 
Financial Statements and Notes 2 and 9 to our Third Quarter Financial Statements, included elsewhere in this 
Appendix A. 
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Environmental Matters 

General. Protection of the environment is a major priority for LIS and a significant element of  our business 
activities. Our properties and operations are subject to extensive environmental-related oversight by federal, state 
and local regulatory agencies, including via air quality, water quality, waste management and similar laws and 
regulations. Therefore, we must conduct our operations in accordance with numerous permit and other requirements 
issued under or contained in such laws or regulations. 

Cliaiafe Change. Growing global, national and local attention to climate change matters has led to the 
development of various international, federal, regional and state laws and regulations directly or indirectly relating 
to emissions of GHGs, including carbon dioxide, which is emitted from the combustion of fossil fuels such as coal 
and natural gas, as occurs at our generating stations. In particular, beginning in January 201 I ,  GHG emissions from 
stationary sources, including our generating assets, will be subject to regulation by the EPA under the Prevention of 
Significant Deterioration and Title V provisions of the federal Clean Air Act through the GHG “tailoring” rule. 
Other developing laws and regulations include a variety of mechanisms and structures to regulate GHGs, including 
direct limits or caps, emission allowances or taxes, renewable generation requirements or standards and energy 
efficiency or conservation measures, and may require investments in transmission, alternative fbel or carbon 
sequestration or other emission reduction technologies. 

While the final t e r m  and impacts of such developments cannot be estimated, we, as a priinarily coal-fired utility, 
could be adversely affected. Among other emissions, GHGs include carbon-dioxide, which is produced via the 
combustion of fossil-fuels such as coal and natural gas. Our generating fleet is approximately 63% coal-fired, 37% 
oil/gas-fired and less than 1% hydroelectric based on capacity. During 2009, we produced approximately 99% of our 
electricity from coal and 1 YO from natural gas combustion, on a megawatt-hours basis. During 2009, our emissions 
of GHGs were approximately 14.2 million metric tons of carbon-dioxide equivalents from our owned or controlled 
generation sources. While our generation activities account for the bulk of  our GHG emissions, other GHG sources 
at the Company include operation of motor vehicles and powered equipment, evaporation associated with gas 
pipelines, refrigerating equipment and similar activities. 

Ainbient Air Qualify The Clean Air Act requires the EPA to periodically review the available scientific data for 
six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health and 
welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards (“NAAQS”). Each state must identify “nonattainment areas” within its boundaries that fail to comply with 
the NAAQS and develop a state implementation plan (“SIP”) to bring such nonattainment areas into compliance. If 
a state fails to develop an adequate plan, the EPA must develop and implement a plan. As the EPA increases the 
stringency of the NAAQS through its periodic reviews, the attainment status of various areas may change, thereby 
triggering additional emission reduction obligations under revised SIPS aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SOr and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 8.5% from 1990 levels in order to mitigate ozone transport from the 
midwestern LJS.  to the northeastern U S .  To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 200.5, the EPA issued the Clean Air Interstate Rule (“CAIR”) which required additional SOr 
emission reductions of 70% and NOx emission reductions of 6.5% from 2003 levels. The CAIR provided for a two- 
phase cap and trade program, with initial reductions ofNOx and SOz emissions due by 2009 and 2010, respectively, 
and final reductions due by 2015. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar 
to those under the federal C A R .  

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous order, directing the EPA to proinulgate a new regulation, but 
leaving the CAIR in place in the interim. The remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state programs and proceedings and our compliance plans relating thereto, due to the interconnection 
of the CAIR with such associated programs. 
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In January 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. In addition, the EPA published final revised NAAQS for nitrogen dioxide (‘‘NO;’) arid SO2 in February 
2010 and June 2010, respectively, which are more stringent than previous standards. Depending on the level of 
action determined necessary to bring local nonattaintnent areas into compliance with the revised NAAQS, our power 
plants are potentially subject to requirements for additional reductions in SO2 and NOx emissions. 

In July 2010, the EPA issued the proposed the Clean Air Transport Rule (“CATR”), which serves to replace the 
CAIR. The CATR provides for a two-phase SOr reduction program with Phase I reductions due by 2012 and 
Phase I1  reductions due by 2014. The CATR provides for NOx reductions in 2012, but the EPA advised that it is 
studying whether additional NOx reductions should be required for 2014. The CATR is more stringent than the 
CAIR as it accelerates certain compliance dates and provides for only intrastate and limited interstate trading of  
emission allowances. In addition to its preferred approach, the EPA is seeking comment on alternative approaches, 
including one which would provide for individual emission limits at each power plant. The EPA has announced that 
it will propose additional “transport” rules to address compliance with revised NAAQS for ozone and particulate 
matter which will be issued by the EPA in the future, as discussed below. 

Ha=ardozts Ai/* Pollirta/m As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions fiom electric utilities and submitted a report to Congress identitling mercury emissions from coal-fired 
power plants as warranting further study. In 200.5, the EPA issued the Clean Air Mercury Rule (“CAMR) 
establishing mercury standards for new power plants and requiring all states to issue new SIPS including inercuiy 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 
mercury reduction targets would be achieved as a “co-benefit” of the controls installed for purposes of compliance 
with the CAIR. In addition, in 2006, the Metro Louisville Air Pollution Control District adopted rules aimed at 
regulating additional hazardous air pollutants from sources including power plants. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR, with a proposed rule due by March 201 1 and a final rule due by November 20 I 1. Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new rules with different or more stringent requirements 
for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its corresponding state 
mercury regulations. 

Ash Ponds and Coal-Coinbitstion Byproditcis The EPA has undertaken various initiatives in response to a 
December 2008 impoundment failure at the TVA’s Kingston power plant, which resulted in a major release of coal 
combustion byproducts into the environment. The EPA issued information requests to utilities throughout the 
country, including the Company, to obtain information on their ash ponds and other impoundments. In addition, the 
EPA inspected a large number of impoundments located at power plants to determine their structural integrity. The 
inspections included several of our impoundments, which the EPA found to be in satisfactory condition except for 
certain impoundments at the Mill Creek and Cane Run stations, which were determined to be in fair condition. In 
June 2010, the EPA published proposed regulations for the management of coal combustion byproducts. The EPA 
has proposed two alternatives: ( 1 )  regulation of coal combustion byproducts in landfills and ash ponds as a 
hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with minimum national standards. 
Under both alternatives, the EPA has proposed safety requirements to address the structural integrity of ash ponds. 
In addition, the EPA will consider potential refinements of the provisions for beneficial reuse of coal combustion 
byproducts. 

Water. Discharges and PCB Regdalions. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
(“PCBs”) in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Impact of Pending and Firtitre Ei:nvironniental Dei~elopii7enls. As a company with significant coal-fired 
generating assets, we will likely be substantially impacted by pending or future environmental rules or legislation 
requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent standards on 
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discharges to waterways, or establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations will likely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by us over the next several years. Due to the uncertain 
nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets and the 
deadlines that will be applicable, we cannot finalize estimates of the potential compliance costs, but should the final 
rules incorporate additional emission reduction requirements, require more stringent emissions controls or 
implement more stringent byproducts storage and disposal practices, such costs will likely be significant. With 
respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, based on a 
preliminary analysis of proposed regulations, we may be required to consider actions such as upgrading existing 
emissions controls, installing additional emissions controls, upgrading byproducts disposal and storage and possible 
early replacement of coal-fired units. Our capital expenditures associated with such actions are preliminarily 
estimated to be in the $1.7 billion range over the next IOyears, although final costs may substantially vary. With 
respect to potential developments in water discharge, revised PCB standards or GHG initiatives, costs in such areas 
cannot be estimated due to the preliminary status or uncertain outcome of such developments, but would be in 
addition to the above amount and could be substantial. Ultimately, the precise impact on our operations of these 
various environmental developments cannot be determined prior to the finalization of such requirements. Based on 
prior regulatory precedent, we believe that many costs of complying with such pending or future requirements 
would likely be recoverable under the ECR or other potential cost-recovery mechanisms, but we can provide no 
assiirance as to the ultimate outcome of such proceedings before the regulatory authorities. 

Environmental laws and regulations applicable to our business and governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contaminants and employee health and safety are discussed in Notes 2 and 9 to our 2009 Annual Financial 
Statements and Notes 2 and 9 to our Third Quarter Financial Statements, each included elsewhere in this Appendix 
A. 

State Executive or Legislative Matters 

In November 2008, the Governor of Kentucky issued an action plan to create efficient, sustainable energy 
solutions and strategies and move toward state energy independence. The plan outlines the following seven 
strategies to work toward these goals: 

Iinprove the energy efficiency of Kentucky’s homes, buildings, industries and transportation fleet 

Increase Kentucky’s use of renewable energy 

Sustainably grow Kentucky’s production of biofuels 

* Develop a coal-to-liquids industry in Kentucky to replace petroleum-based liquids 

Implement a major and comprehensive effort to increase gas supplies, including coal-to-gas in Kentucky 

Initiate aggressive carbon capture/sequestration projects for coal-generated electricity in Kentucky 

Examine the use of nuclear power for electricity generation in Kentucky 

In December 2009, the Governor of  Kentucky’s Executive Task Force on Biomass and Biofuels issued a final 
report to establish potential strategic actions to develop biomass and biofiiels industries in Kentucky. The plan noted 
the potential importance of biomass as a renewable energy source available to Kentucky and discussed various goals 
or mechanisms, such as the use of approximately 2.5 million tons of biomass for generation fuel annually, allotment 
of electricity and gas taxes and state tax credits to support biomass development. 

In January 201 0, a state-established Kentucky Climate Action Plan Council commenced f o r d  activities. The 
council, which includes governmental, industry, consumer and other representatives, seeks to identi@ possible 
Kentucky responses to potential climate change and federal legislation, including increasing statewide energy 
efficiency, energy independence and economic growth. The council has established various technical work groups, 
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including in the areas of energy supply and energy efficiency/conservation, to provide input, data and 
recommendations. 

During prior legislative sessions, various bills have been introduced in the Kentucky General Assembly with 
respect to environmental or utility matters, including potential renewable energy portfolio requirements, energy 
conservation measures, coal mining or coal byproduct operations and other matters. It is expected that similar 
legislation will be introduced in upcoming sessions, but the prospects and final terms of any such legislation cannot 
be determined. 

Legislative and regulatory actions as a result of these proposals and their impact on the Company, which may be 
significant, cannot currently be predicted. 

Competition 

There are currently no other electric public utilities operating within our service area. At this time, neither the 
Kentucky General Assembly nor the Kentucky Coinmission has adopted or approved a plan or timetable for retail 
electric industry competition in Kentucky. The nature or timing of the ultimate Iegislative or regulatory actions 
regarding industry restructuring and their impact on us, which may be significant, cannot currently be predicted. 
Virginia, formerly a deregulated jurisdiction, has enacted legislation which implements a hybrid model of cost-based 
regulation. 

Employees and Labor Relations 

We had 964 full-time regular employees at December 3 1, 2009, 149 of which were operating, maintenance and 
construction employees represented by the IBEW (“International Brotherhood of Electrical Workers”) Local 21 00 
and the IJnited Steelworkers of America (“USWA”) Local 9447-01. Effective August 4, 2009, we and our 
employees represented by the IBEW Local 2100 entered into a three-year collective bargaining agreement. The 
agreement provides for negotiated increases or changes to wages, benefits or other provisions and for annual wage 
re-openers. We and employees represented by the USWA Local 9447-01 entered into a three-year collective 
bargaining agreement in August 2008. This agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. 

Related Party Transactions 

We, our Parent and subsidiaries of our Parent engage in related party transactions. See Note I 1  to our 2009 
Annual Financial statements and Note I O  to our Third Quarter Financial Statements, each included elsewhere in this 
Appendix A, for more information. 

Legal Proceedings 

For a description of the significant legal proceedings, including, but not limited to, certain rates and regulatory, 
environmental, cliinate change and litigation matters, involving the Company, reference is made to the information 
in Note 9 to our 2009 Annual Financial Statements and Note 9 to our Third Quarter Financial Statements, each 
included elsewhere in this Appendix A. 

In connection with an administrative proceeding alleging a violation by a former Argentine subsidiary of our 
Parent under that country’s 2002-2003 emergency currency exchange laws, claiins are pending against the 
subsidiary’s then directors, including two individuals who are executive officers of the Company, in a specialized 
Argentine financial criminal court. Under applicable Argentine laws, directors of a local company may be liable for 
monetary penalties for a subject company’s violations of the currency laws. The subsidiary and the relevant 
executive officers believe their actions were in compliance with the relevant laws and have presented defenses in the 
administrative and criminal proceedings. Our Parent has standard indemnification arrangements with its executive 
officers. The former subsidiary is now owned by a third-party, which has agreed to indemnify our Parent and the 
relevant executive officers. 
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In the normal course of business from time to time, other lawsuits, claims, environmental actions and other 
governmental proceedings arise against the Company. To the extent that damages are assessed in any of these 
actions or proceedings, the Company believes that its insurance coverage is adequate. Although we cannot 
acciirately predict the amount of any liability that may ultimately arise with respect to such matters, management, 
after consultation with legal counsel, does not currently anticipate that liabilities arising out of  other currently 
pending or threatened lawsuits and claims will have a material adverse effect on the Company’s financial condition 
or results of operations. 
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Kentucky Utilities Company 

Statements of Income 

OPERATING REVENTJES: 
Total operating revcnues (Note 1 1 ) .  . . I . . . . I . I . . . . . . . . . . . . I . . . . 

OPERATING EXPENSES: 
Fuel for electric generation ~ . . . . I . . . . . . I . . . , . . . I . . . . . I . . . . . . . . . . . 
Power purchased (Notes 9 and 11) ~ . . . . . . . . . . . . . . . . . . . . . . . . . . . ~ . . . 
Other operation and maintenance expenses . . . . . ~ . . , . . ~ . . . . . . . ~ . . . . I . ~ 

Depreciation and amortization (Note 1) I . . . . . ~ . . . . . . . . . . . . . . I . . . . . ~ 

Total operating expenses I . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~ . . . . . . . . 
Net operating income. . . ~ . . . . . . . . I . . . . . I . . . . . I . . . . . . . . . . . . . . . . 
Equity in earnings of EEI (Note 1).  . . . . I . ~ ~ . . . . I I . , . . . . . . . . . . . . I . . . . 
Other income - net. . . . . I . . . . . . . . . . . . I . . . . ~ I . . . . . . I . . . . . . . . . . . . . 

Interest expense to affiliated companies (Notes 8 and 1 I )  . . . . . . . I . . . . . ~ . . . . 
Income before income taxes. . . . . . . . . . . . I . . . . . . . . . . . . . . . . . . . . I . . . . . 
Federal and state income taxes (Note 6 ) .  I I I . . . . ~ . . . . . . . . . . , . . . . . . . 
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Interest expense (Notes 7 and 8) . . ~ . . . , . I . . . . . . ~ . . . . I . . . . . . . . #  

Years Ended December 31 
2009 2008 2007 

(Millions of E) 

-- - - -- 

- -  $1,355 $1,405 $1,272 

434 
199 
320 
133 

1,086 

269 
(1) 
(5) 
6 

69 

200 
67 

$ 133 

-___. 

513 
22 1 
275 
136 

1,145 

260 
(30) 
(8) 
14 
58 

226 
68 

$ 158 

46 1 
168 
255 
121 

1,005 

267 
(26) 

(7) 
15 
41 

244 
77 

$ 167 

The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 

Statements of Retained Earnings 
Years Ended December 31 

2009 2008 2007 
(Millions of $) 

1- - -- 
Balance January 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,195 $1,037 $ 870 
Add net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  133 
Balance December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,328 $1,195 $1,037 

158 167 --- 
--- --- 

The accompanying notes are an integral part of these financial statements 
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Kentucky Utilities Company 

Balance Sheets 
December 31 

2009 2008 
(Millions of $) 
- - 

ASSETS: 
Current assets: 

Cash and cash equivalents (Note 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Restricted cash (Note 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts receivable, net: (Notes 1 and 11) 

Customer - less reserves of $1 million and $3 million as of December 31, 2009 and 

Other - less reserves of $2 million and less than $1 million as of December 31, 2009 
and2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2008, respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Materials and supplies (Note 1): 
Fuel (predominantly coal) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other materials and supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes - net (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory assets (Note 2) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other property and investments (Note 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
IJtility plant, at original cost (Note 1 ) : .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Less: reserve for depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total utility plant, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Construction work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total utility plant and construction work in progress. . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred debits and other assets: 
Regulatory assets (Note 2): 

Pension benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash surrender value of key man life insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total deferred debits and other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 2 $ 2  
9 - 

15.5 1.52 

27 32 

98 73 
39 36 

3 2 
32 32 
10 8 

366 346 

12 23 

4,892 4,446 
1,838 1,724 

3,054 2,722 
1,257 1,176 

4,311 3,898 

- -- 
-- 
- -- 

- -  

--  
-- 

10.5 137 
117 64 
38 39 

7 11 

267 25 1 

$4,956 $ 4 3  18 

-- 
-- 
-- -- 

The accompanying notes are an integral part of these financial statements. 
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Kentucky IJtilities Company 

Balance Sheets (continued) 

December 31 
2009 2008 

(Millions of $) 
... 

LIABILITIES AND EQUITY 
Current liabilities: 

Current portion of long-term debt (Note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Notes payable to affiliated companies (Notes 8 and 11) . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to affiliated companies (Note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-teim debt: 

Long-term bonds (Note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt to affiliated company (Notes 7 and 11) . . . . . . . . . . . . . . . . . . . . . . . . .  

Total long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred credits and other liabilities: 

Accumulated deferred income taxes (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Investment tax credit (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset retirement obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accumulated provision for pensions and related benefits (Note 5) . . . . . . . . . . . . . . . . . .  

Regulatory liabilities (Note 2): 
Accumulated cost of removal of utility plant . . 
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Postretirement benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total deferred credits and other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Commitments and contingencies (Note 9) 
COMMON EQUITY: 

Common stock, without par value - 
Authorized 80,000, 000 shares, outstanding 37,817, 878 shares . . . . . . . . . . . . . . . . . . .  

Additional paid-in capital (Note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . .  

Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Undistributed subsidiary earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total common equity . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  
Total Liabilities and Equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 261 
45 
107 
88 
22 
3 
42 
568 

123 
1. 298 
1. 421 

336 
160 
104 
34 

33 1 
9 
9 

1 1  
21 

I. 015 

308 
316 

1. 318 
10 

1. 328 
1. 952 
$4. 956 

$ 228 
16 
15.5 
38 
21 
5 
34 
497 

123 
1. 181 
I. 304 

279 
186 
80 
32 

329 
16 
10 
1.5 
26 
973 

308 
241 

1. 174 
21 

1. 195 
1. 744 
$43 18 

The accompanying notes are an integral part of these financial statements . 
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Kentucky Utilities Company 

Statements of Cash Flows 

Years Ended December 31 
2009 2008 2007 - - -  

(Millions of E) 
CASH FLOWS FROM OPERATING ACTIVITIES: 

Netincome . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Items not requiring cash currently: 

Depreciation and amortization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Provision for pension and postretirement plans. . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred income taxes - net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investment tax credit - net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Materials and supplies.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Prepayments and other current assets. . . . . . . . . . . . . . . . . . . . . . . . . . .  

Change in certain current assets and liabilities: 

Accountspayable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Pension and postretirement funding. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Storm restoration regulatory asset . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by operating activities. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Construction expenditures. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Assets purchased from affiliate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Change in restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash used for investing activities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

L,ong-term borrowings from affiliated company (Note 7) . . . . . . . . . . . . . . . . . . .  
Short-term borrowings from affiliated company - net (Note 8) . . . . . . . . . . . . . .  
Retirement of first mortgage bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Issuance of pollution control bonds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Retirement of pollution control bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Acquisition of outstanding bonds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Reissuance of reacquired bonds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Retirement of reacquired bonds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash provided by financing activities. . . . . . . . . . . . . . . . . . . . . . . . .  
Change in cash and cash equivalents. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalcnts at beginning of year. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CASH FL,OWS FROM INVESTING ACTIVITIES: 

CASH FLOWS FROM FINANCING ACTIVITIES: 

Supplemental disclosures of cash flow information: 
Cash paid during the year for: 

Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest on borrowed money . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest to affiliated companies on borrowed money. . . . . . . . . . . . . . . . . . . . .  

$ 133 $ 158 $ 167 

133 136 121 
50 (13) ( 5 )  
24 25 42 
26 10 1 1  

1 (4) __ 

(516) (686) (749) 
(10) - 

9 1 12 

(507) (695) (737) 

__ 

- - -  

$ (9) $ 46 $ 38 
3 13 16 

67 53 29 

The accompanying notes are an integral part of these financial statements 
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Kentucky Utilities Company 

Statements of Capitalization 
December 31 

2009 2008 
(Millions of $) 
~- 

LONG-TERM DEBT (Note 7): 
Pollution control series: 

" .  $ 13 $ 13 
21 
2 
2 
8 

96 
Carroll Co. 2004 Series A, due October 1, 2034, variable% . . . . . . . . . . .  50 50 

54 
18 
9 

. . . . . .  . . . . . . . . . . . . .  78 78 Carroll Co. 2008 Series A, due February I ,  2032, variable% 
Total pollution control series. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  351 351 
Notes payable to Fidelia: 

Carroll Co. 2002 Series A, due February I ,  2032, vari 
Carroll Co. 2002 Series B, due February 1, 2032, vari 

- -- 

Due November 24,2010,4.24%, unsecured. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  33 33 
Due January 16, 2012, 4.39%, unsecured. . I . . _ .  50 

Due October 25, 2016, 5.675%, unsecured. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50 50 

Due June 23, 2036, 6.33%, unsecured 
Due March 30, 2037, 5.86%, unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  75 75 -- 

r . , . 1,331 1,181 
Total long-term debt outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,682 1,532 
Less current portion of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  261 228 

-- ~ 

Total notes payable to Fidelia " . , "  

- - 
--  

Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . .  . " . .  1,421 1,304 -- 
COMMON EQUITY: 

Common stock, without par value - 
Authorized 80,000,000 shares, outstanding 3731 7,878 shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  308 308 
Additional paid-in-capital (Note 11) . 316 241 

Retained earnings . . . . . . . . . . . . . . .  
- - Undistributed subsidiary earnings . 

Total retained earnings. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,328 1,195 
I . 

- -  
Total common equity. . . . "  . . . . .  1,952 1,744 -- 

Total capitalization. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,373 $3,048 -- -- 
The accompanying notes are an integral part of these financial statements. 
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Kentucky Utilities Company 

Notes to Financial Statements 

Note 1 - Summary of Significant Accounting Policies 

KU, incorporated in Kentucky in 1912 and in Virginia in 1991, is a regulated public utility engaged in the 
generation, transmission, distribution and sale of electric energy in Kentucky, Virginia and Tennessee. KU provides 
electric service to approximately 5 15,000 customers in 77 counties in central, southeastern and western Kentucky, 
to approximately 30,000 customers in 5 counties in southwestern Virginia and 5 customers in Tennessee. KU’s 
service area covers approximately 6,600 square miles. Approximately 99% of the electricity generated by KIJ is 
produced by its coal-fired electric generating stations. The remainder is generated by a hydroelectric power plant 
and natural gas and oil fueled CTs. In Virginia, KU operates under the name Old Dominion Power Company. KU 
also sells wholesale electric energy to 12 municipalities. 

KU is a wholly-owned subsidiary of E.ON U.S., an indirect wholly-owned subsidiary of E.ON, a German 
corporation. KU’s affiliate, LG&E, is a regulated public utility engaged in the generation, transmission, distribution 
and sale of electric energy and the distribution and sale of natural gas in Kentucky. 

Certain reclassification entries have been made to the previous years’ financial statements to conform to the 
2009 presentation with no impact on net assets, liab es and capitalization or previously reported net income. 
However, for 2008 cash from operations was decreased by $5 million and cash flows from investing increased by 
$5 million and for 2007 cash from operations increased by $4 million and cash flows from investing decreased by 
$4 million. 

Regulatory Accoirrzring. KIJ is subject to the regdated operations guidance of the FASB ASC, under which 
regulatory assets are created based on expected recovery from customers in future rates to defer costs that would 
otherwise be charged to expense. Likewise, regulatory liabilities are created based on expected return to customers 
in future rates to defer credits that would otherwise be reflected as income, or, in the case of costs of removal, are 

g-term future obligations arising from the current use of assets. The accounting for regulatory 
is based on specific ratemaking decisions or precedent for each item as prescribed by the 

FERC, the Kentucky Commission or the Virginia Commission. See Note 2, Rates and Regulatory Matters, for 
additional detail regarding regulatory assets and liabilities. 

Cash arid Cash Equivakrifs. 
months or less to be cash equivalents. 

KU considers all highly liquid investments with an original maturity of three 

Restricted Cn~lz. Proceeds from bond issuances for environmental equipment (primarily related to the 
installation of FGDs) are held in trust pending expenditure for qualifying assets. 

Alloivarice for Doiibffiil Accozirzts. The allowance For doubtful accounts included in customer accounts 
receivable is based on the ratio of the amounts charged-off during the last twelve months to the retail revenues billed 
over the same period multiplied by the retail revenues billed over the last four months. Accounts with no payment 
activity are charged-off after four months, although collection efforts continue thereafter. The allowance for 
doubtful accounts included in other accounts receivable is composed of accounts aged more than four months. 
Accounts are written off as management determines them uncollectible. 

Materials a d  Supplies. Fuel and other materials and supplies inventories are accounted for using the 
average-cost method. Emission allowances are included in other materials and supplies. At December 3 1,2009 and 
2008, the emission allowances inventory was $1 million and less than $1 million, respectively. 

Other Property and I17vesfiizer~ts. Other property and investments on the balance sheets consists of KIJ’s 
investment in EEI, KU’s investment in OVEC, funds related to the long-term power purchase contract with OMIJ 
and non-utility plant. 

Although KU holds investment interests in OVEC and EEI, it is not the primary ciary, therefore, neither 
are consolidated into the Company’s financial statements. KU and 10 other electric s are owners of OVEC, 
located in Piketon, Ohio. OVEC owns and operates two coal-fired power plants, Kyger Creek Station in Ohio and 
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Clifty Creek Station in Indiana. OVEC’s power is currently supplied to KU and 12 other companies affiliated with 
the various owners. Pursuant to current contractual agreements, KU owns 2.5% of OVEC’s common stock and is 
contractually entitled to 2.5% of OVEC’s output, approximately 55 Mw of generation capacity. 

As of December 3 1,2009 and 2008, KU’s investment in OVEC totaled less than $1 million and is accounted for 
under the cost method of accounting. The direct exposure to loss as a resuIt of its involvement with OVEC is 
generally limited to the value of its investment. See Note 9, Commitments and Contingencies, for further discussion 
of developments regarding KU’s owneiship interests and power purchase rights. 

KIJ owns 20% of the common stock of EEI, which owns and operates a 1,162-Mw generating station in 
southern Illinois. EEI, through a power marketer affiliated with its majority owner, sells its output to third parties. 
KU’s investment in EEI is accounted for under the equity method of accounting and, as of December 31,2009 and 
2008, totaled $12 million and $22 million, respectively. KU’s direct exposure to loss as a result of its involvement 
with EEI is generally limited to the value of its investment. 

Utility plant is staled at original cost, which includes payroll-related costs such as taxes, fringe 
benefits and administrative and general costs. Construction work in progress has been included in the rate base for 
determining retail customer rates in Kentucky. KU has not recorded a significant allowance for funds used during 
construction. 

The cost of plant retired 01 disposed of in the normal course of business is deducted from plant accounts and 
such cost is charged to the reserve foi depreciation. When complete opeiating units are disposed of, appropriate 
adjustments are made to the reserve for depreciation and gains and losses, if any, are recognized. 

Urility Plnrif. 

Depreciation a i d  Ainortizafior~. Depreciation is provided on the straight-line method over the estimated 
service lives of depreciable plant. The amounts provided were approximately 2.6% in 2009,3.0% in 2008 and 3.2% 
in 2007 of average depreciable plant. Of the amount provided for depreciation at December 31, 2009, approx- 
imately 0.4% was related to the retirement, removal and disposal costs of long lived assets. At December 3 1,2008 
and 2007, approximately 0.5% was related to the retiiement, removal and disposal costs of long lived assets. 

Unmizortized Debt Experise. Debt expense is capitalized in deferred debits and amortized using the straight 
line method, which approximates the effective interest method, over the lives of the related bond issues. 

61corne TaxeJ. In accordance with the guidance of the FASB ASC, deferred tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial statement carrying 
amounts of existing assets and liabilities and their respective tax bases, as measured by enacted tax rates that are 
expected to be in effect in the periods when the deferred tax assets and liabilities are expected to be settled or 
realized. Significant judgment is required in determining the provision for income taxes, and there are h ansactions 
for which the ultimate tax outcome is uncertain. The income taxes guidance of the FASB ASC prescribes a 
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return. Uncertain tax positions are analyzed periodically and 
adjustments are made when events occur to warrant a change. See Note 6, Income Taxes. 

Deferred income taxes are recognized at currently enacted tax rates for all material Deferred I~~cotne Taxes. 
temporary differences between the financial reporting and income tax bases of assets and liabilities. 

Divestrnerif Tux Credits. The EPAct 2005 added Section 48A to the Internal Revenue Code, which provides 
for an investment tax credit to promote the commercialization of advanced coal technologies that will generate 
electricity in an environmentally responsible manner. KU and LG&E received an investment tax credit related to the 
construction of a new base-load, coal-fired unit, TC2. See Note 6, Income Taxes. Investment tax credits prior to 
2006 resulted from provisions of the tax law that permitted a reduction of KIJ’s tax liability based on credits for 
construction expenditures. Deferred investment tax credits are being amortized to income over the estimated lives 
of the related property that gave rise to the credits. 

Xever~ite Xecogr~itio~i. Revenues are recorded based on service rendered to customers through month-end. 
KIJ accrues an estimate for unbilled 1-evenues from each meter reading date to the end of the accounting period 
based on allocating the daily system net deliveries between billed volumes and unbilled volumes. The allocation is 
based on a daily ratio of the number of meter reading cycles remaining in the month to the total number of meter 
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reading cycles in each month. Each day’s ratio is then multiplied by each day’s system net deliveries to determine an 
estimated billed and unbilled volume for each day of the accounting period. The unbilled revenue estimates 
included in accounts receivable were $76 million, $60 million and $59 million at December 31, 2009, 2008 and 
2007, respectively. 

Matters, for a description of the FAC. 

Murmgernerzt’s Use of Estirnutes. 

Fuel Costs. The cost of fuel for generation is charged to expense as used. See Note 2, Rates and Regulatory 

The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates and assumptions that affect the reported 
assets and liabilities and disclosure of contingent items at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period. Accrued liabilities, including legal and environ- 
mental, are recorded when they are probable and estimable. Actual results could differ from those estimates. 

Recent Accoirrztir7g Pror2oirncerrzerzts. The following are recent accounting pronouncements affecting KIJ: 

Hierarchy of Generally Accepted Accounting Principles 

The guidance related to the hierarchy of generally accepted accounting principles was issued in June 2009, and 
is effective for interim and annual periods ending after September 15, 2009. The guidance establishes the FASB 
ASC as the single source of authoritative nongovernmental U S .  generally accepted accounting principles. It had no 
effect on the Company’s results of operations, financial position or liquidity; however, references to authoritative 
accounting literature have changed with the adoption. 

Subseauent Events 

The guidance related to subsequent events was issued in May 2009, and is effective for interim and annual 
periods ending after June 1.5,2009. This guidance requires disclosure of the date through which subsequent events 
have been evaluated, as well as whether that date is the date the financial statements were issued or the date they 
were available to be issued. The adoption of this guidance had no impact on the Company’s results of operations, 
financial position or liquidity; however, additional disclosures were required with the adoption. See Note 12, 
Subsequent Events, for additional disclosures. 

Interim Disclosures about Fair Value of Financial Instruments 

The guidance related to interim disclosures about fair value of financial instruments was issued in April 2009, 
and is effective for interim and annual periods ending after June 15, 2009. This guidance requires qualitative and 
quantitative disclosures about fair values of assets and liabilities on a quarterly basis. The adoption had no impact on 
the Company’s results of operations, financial position or liquidity; however, additional disclosures were required 
with the adoption. See Note 3, Financial Instruments, for additional disclosures. 

Employers’ Disclosures about Postretirement Benefit Plan Assets 

The guidance related to employers’ disclosures about postretirement benefit plan assets was issued in 
December 2008, and is effective as of December 31, 2009. This guidance requires additional disclosures related 
to pension and other postretirement benefit plan assets. Additional disclosures include the investment allocation 
decision-making process, the fair value of each major category of plan assets as well as the inputs and valuation 
techniques used to measure fair value and significant concentrations of risk within the plan assets. The adoption had 
no impact on the Company’s results of operations, financial position or liquidity; however, additional disclosures 
were required with the adoption. See Note 5 ,  Pension and Other Postretirement Benefit Plans, for additional 
disclosures. 

Disclosures about Derivative Instruments and Hedging Activities 

The guidance related to disclosures about derivative instruments and hedging activities was issued in March 
2008, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
November 15, 2008. The objective of this guidance is to enhance the current disclosure framework. The adoption 
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had no impact on KU’s results of operations, financial position or liquidity; however, additional disclosures relating 
to derivatives were required with the adoption effective January 1, 2009. See Note 3, Financial Instruments, for 
additional disclosures. 

Noncontrolling Interests in Consolidated Financial Statements 

The guidance related to noncontrolling interests in consolidated financial statements was issued in December 
2007, and is effective for fiscal years, and interim periods within those fiscal years, beginning on or after 
December 15,2008. The ob,jective of this guidance is to improve the relevance, comparability and transparency of 
financial information in a reporting entity’s consolidated financial statements. The Company adopted this guidance 
effective January 1, 2009, and it had no impact on its results of operations, financial position or liquidity. 

Fair Value Measurements 

In January 20 10, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the first reporting period beginning after issuance except for disclosures about the roll-forward of 
activity in level 3 fair value measurements. This guidance will have no impact on the Company’s results of 
operations, financial position or liquidity; however, additional disclosures will be provided as required. 

In August 2009, the FASB issued guidance related to fair value measurement disclosures, which is effective for 
the first reporting period beginning after issuance. The guidance provides amendments to clarify and reduce 
ambiguity in valuation techniques, adjustments and measurement criteria for liab es measured at fair value. The 
adoption had no impact on the Company’s results of operations, financial position or liquidity, and no additional 
disclosures were required. 

The guidance related to fair value measurements was issued in September 2006 and, except as described 
below, was effective for fiscal years beginning after November 15, 2007. This statement defines fair value, 
establishes a framework for measuring fair value in generally accepted accounting principles and expands 
disclosures about fair value measurements. This guidance does not expand the application of fair value accounting 
to new circumstances. 

In February 2008, guidance on fair value measurements and disclosures delayed the effective date for all 
nonfinancial assets and liabilities, except those that are recognized or disclosed at fair value in the financial 
statements on a recurring basis (at least annually), to fiscal years beginning after November 15, 2008, and interim 
periods within those fiscal years. All other amendments have been evaluated and have no impact on the Company’s 
financial statements. 

pany adopted this guidance effective January 1,2008, except as i t  applies to those nonfinancial assets 
and it had no impact on the results of operations, financial position or liquidity, however, additional 

disclosures relating to its financial derivatives and cash collateral on derivatives, as required, are now provided. Fair 
value accounting for a11 nonrecurring fair value measurements of nonfinancial assets and liabilities was adopted 
effective January 1, 2009, and it had no impact on the results of operations, financial position or liquidity. At 
December 3 1,2009, no additional disclosures were required as KU did not have any nonfinancial assets or liab 
measured at fair value subsequent to initial measurement. 

The guidance related to determining fair value was issued in April 2009, and is effective for interim and annual 
periods ending after June 15,2009. This update provides additional guidance on determining fair values when there 
is no active market or where the price inputs being used represent distressed sales. The adoption had no impact on 
the Company’s results of operations, financial position or liquidity. 

Note 2 -- Rates and Regulatory Matters 

The Company is subject Lo the jurisdiction of the Kentucky Commission, the Virginia Commission, the 
Tennessee Regulatory Authority and the FERC in virtually all matters related to electric utility regulation, and as 
such, its accounting is subject to the regulated operations guidance of the FASB ASC. Given its position in the 
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marketplace and the status of regulation in Kentucky and Virginia, there are no plans or intentions to discontinue the 
application of the regulated operations guidance of the FASB ASC. 

2010 Kentucky Rate Case 

In January 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU has 
requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1,2010. The requested rates have been suspended until August 1,2010, at which time they may be put 
into effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. The parties are 
currently exchanging data requests in the proceedings and a hearing date has been scheduled for June 2010. An 
order in the proceeding may occur during the third or fourth quarters of 2010. 

2008 Kentucky Rate Case 

In July 2008, KIJ filed an application with the Kentucky Commission requesting an increase in base electric 
rates. In January 2009, KU, the AG, the KIUC and all other parties to the rate case filed a settlement agreement with 
the Kentucky Commission, under which KU's base electric rates decreased by $9 million annually. An Order 
approving the settlement agreement was received in February 2009. The new rates were implemented effective 
February 6, 2009, at which time the merger surcredit terminated. 

In conjunction with the filing of the application for changes in base rates the VDT surcredit terminated. The 
VDT surcredit resulted from a 2001 initiative to share savings of $10 million from the VDT initiative with 
customers over five years. In February 2006, KIJ and all parties to the proceeding reached a unanimous settlement 
agreement on the future ratemaking treatment of the VDT sui-credit which was approved by the Kentucky 
Commission in March 2006 at an annual rate of $4 million. Under the terms of the settlement agreement, the VDT 
surcredit continued at its then current level until such time as KU filed for a change in base rates. In accordance with 
the Order, the VDT surcredit terminated in August 2008, the first billing month after the July 2008 filing for a 
change in base rates. 

In December 2007, KU submitted its plan to allow the merger surcredit to terminate as scheduled on June 30, 
2008. The merger surcredit originated as part of the LG&E Energy merger with KIJ Energy Corporation in 1998. In 
June 2008, the Kentucky Commission issued an Order approving a unanimous settlement agreement reached with 
all parties to the case which provided for a reduction in the merger surcredit to approximately $6 million for a 
7-month period beginning July 2008, termination of the merger surcredit when new base rates went into effect on or 
after January 31,2009, and that the merger surcredit be continued at an annual rate of $12 million thereafter should 
the Company not file for a change in base rates. In accordance with the Order, the merger surcredit was terminated 
effective February 6, 2009, with the implementation of new base rates. 

Virginia Rate Case 

In June 2009, KU filed an application with the Virginia Commission requesting an increase in electric base 
rates for its Virginia jurisdictional customers in an amount of $12 million annually or approximately 21%. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based upon a return on equity of 12%. 
During December 2009, KU and the Virginia Commission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $1 1 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission order, KIJ elected to implement the proposed rates effective November 1,2009, on an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1, 2010. As part of the stipulation, KIJ will refund certain amounts collected since 
November 2009, consisting of interim increased rates in excess of the ultimate approved rates. These refunds 
aggregate approximately $1 million and are anticipated to occur during the second quarter of 2010. See also Note 12 
to Notes to Financial Statements. 
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FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in base electric rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. The 
application requested a shift from current, all-in stated unit charge rates to an unbundled formula rate. In May 2009, as a 
result of settlement negotiations, KU submitted an unopposcd motion informing the FERC of the filing of a settlement 
agreement and agreed-upon seven-year service agreements with the municipal customers. The unopposed motion 
requested interim rate sfructures containing terms corresponding to the overall settlement principles, to be effective from 
May 1, 2009, until FERC approval of the settlement agreement. The settlement and service agreements provide for 
unbundled formula rates which are subject to annual adjustment and approval processes. In May 2009, the FERC issued 
an Order approving the interim settlement with respect to rates effective May 1, 2009 representing increases of 
approximately 3% from prior charges and a return on equity of 11%. Additionally, during May 2009, KTJ filed the first 
annual adjustment to the formula rates to incorporate 2008 data, which adjusted foimula rates became effective on July 1, 
2009 and were approved by the FERC during September 2009. 

Separately, the parties were not able to reach agreement on the issue of whether KU must allocate to the 
municipal customers a portion of renewable resources it may be required to procure on behalf of its retail ratepayers. 
In August 2009, the FERC accepted the issue for briefing and the parties completed briefing submissions during 
2009. An order by the FERC on this matter may occur duiing 2010. KU is not currently able to predict the outcome 
of this proceeding, including whether its wholesale customers may or may not be entitled to certain rights or 
benefits relating to renewable energy, and the financial or operational effects, if any, of such outcomes. 

Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in the balance sheets as of December 31: 
2009 2008 

(In millions) 
- -- 

Current regulatory assets: 
ECR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
FAC . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net MIS0  exit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other. . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current regulatory assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Non-current regulatory assets: 
Storm restoration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ARO . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unamortized loss on bonds. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
NetMISOexit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Subtotal non-current regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pension benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total non-current regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Current regulatory liabilities: 
DSM . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Non-current regulatory liabilities: 
Accumulated cost of removal of utility plant. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes - net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Postretirement benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  

Total non-current regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 28 
1 
2 
1 

$ 32 
- 
- - 

$ 59 
30 
12 
9 
7 

117 
105 

$222 
- 
- - 

$33 1 
9 
9 

11 
$360 
- 
- - 

$ 20 
8 

$ 2  
28 
13 
19 
2 

64 
137 

$201 
- 
- - 

$329 
16 
10 
15 

$370 - - 
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KIJ does not currently e m  a rate of return on the ECR and FAC regulatory assets and the Virginia leveiized 
fuel factor included in other regulatory assets, which are separate recovery mechanisms with recovery within twelve 
months. No return is eained on the pension regulatory asset that represents the changes in funded status of the plans. 
KU will recover this asset through pension expense included in the calculation of base rates with the Kentucky 
Commission and will seek recovery of this asset in future proceedings with the Virginia Commission. No return is 
currently earned on the ARO asset. When an asset with an ARO is retired, the related ARO regulatory asset will be 
offset against the associated ARO regulatory liability, ARO asset and ARO liability. A return is earned on the 
unamortized loss on bonds, and these costs are recovered through amortization over the life of the debt. The 
Company is seeking recovery of the Storm restoration regulatory asset and CMRG and KCCS contributions and 
FERC jurisdictional pension expense, included in other regulatory assets, in its current base rate cases. The 
Company recovers through the calculation of base rates, the amortization of the net MISO exit regulatory asset in 
Kentucky incurred through April 30,2008. The Company recently received approval to recover the Virginia portion 
of this asset, as incurred through December 31, 2008, over a five year period and, due to the formula nature of its 
FERC rate structure, the FERC jurisdictional portion of the regulatory asset will be included in the annual updates to 
the rate formula. The Company recovers through the calculation of base rates, the amortization of the remaining 
regulatory assets, including other regulatory assets comprised of deferred storm costs, the East Kentucky Power 
Cooperative FERC transmission settlement agreement and Kentucky rate case expenses. Other regulatory liabilities 
include DSM, FERC jurisdictional supplies inventory and MISO administrative charges collected via base rates 
from May 2008 through February 5,2009. The MISO regulatory liability will be netted against the remaining costs 
of withdrawing from the MISO, per a Kentucky Commission Order, in the current Kentucky base rate case. 

ARO. A summary of KU’s net ARO assets, regulatory assets, ARO liabilities, regulatory liabilities and cost 
of removal established under the asset retirement and environmental obligations guidance of the FASB ASC, 
follows: 

(in millions of $) 
ARO Net ARO Regulatory Regulatory Accumulated Cost of Removal 

Assets Liabilities Assets Liabilities Cost of Removal Depreciation -~ 
As of December 31, 2 0 0 6 . .  . . . .  
ARO accretion 

As of December 31, 2007. . I . $ 5 
ARO accretion . . . . . . . . . . . . . .  
Removal cost reclass 

As of December 31, 2008. . . . . .  5 
ARO accretion - 
ARO depreciation (1) 
Cost of removal depreciation - 

$ 5 
__ . . . . . . . . . . . . . .  - 

__ 

__ . . . . . . . . .  - 

. . . . . . . . . . . . . .  
. . . . . . . . . . . .  

__ . . .  
As of December 31, 2009. . . . . .  $ 4 - - 

$ 2  

$ 2  

2 

$ 1  

$ 1  

1 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 million in 
2009,2008 and 2007 for the ARO accretion and depreciation expense. KU AROs are primarily related to the final 
retirement of assets associated with generating units. For assets associated with AROs, the removal cost accrued 
through depreciation under regulatory accounting is established as a regulatory liability pursuant to regulatory 
treatment prescribed under the regulated operations guidance of the FASB ASC. For the years ended December 3 1, 
2008 and 2007, KIJ recorded less than $1 million of depreciation expense related to the cost of removal of ARO 
related assets. An offsetting regulatory liability was established pursuant to regulatory treatment prescribed under 
the regulated operations guidance of the FASB ASC. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which 
do not generally require restoration upon removal of the property. Therefore, under the asset retirement and 
environmental obligations guidance of the FASB ASC, no material asset retirement obligations arc recorded for 
transmission and distribution assets. 
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MISO. Following receipt of applicable FERC, Kentucky Commission and other regulatory orders, related to 
proceedings that had been underway since July 2003, KU withdrew from the MISO effective September 1 ,  2006. 
Since the exit from the MISO, KU has been operating under a FERC-approved open access-transmission tariff, KiJ 
now contracts with the Tennessee Valley Authority to act as its transmission Reliability Coordinator and Southwest 
Power Pool, Inc. to function as its Independent Transmission Organization, pursuant to FERC requirements. 

KU and the MISO have agreed upon overall calculation methods for the contractual exit fee to be paid by the 
Company following its withdrawal. In October 2006, the Company paid $20 million to the MISO and made related 
FERC compliance filings. The Company’s payment of this exit fee was with reservation of its rights to contest the 
amount, or components thereof, following a continuing review of its calculation and siipporiing documentation. KU 
and the MISO resolved their dispute regarding the calculation of the exit fee and, in November 2007, filed an 
application with the FERC for approval of a recalculation agreement. In March 2008, the FERC approved the 
parties’ recalculation of the exit fee, and the approved agreement provided KIJ with an immediate recovery of 
$1 million and an estimated $3 million over the next seven years for credits realized from other payments the MISO 
will receive, plus interest. 

In accordance with Kentucky Commission Orders approving the MISO exit, KiJ has established a regulatory 
asset for the MISO exit fee, net of former MISO administrative charges collected via Kentucky base rates through 
the base rate case test year ended April 30,2008. The net MISO exit fee is subject to adjustment for possible futurc 
MISO credits, and a regulatory liability for certain revenues associated with former MISO administrative charges, 
which were collected via base rates until February 6,2009. The approved 2008 base rate case settlement provided 
for MISO administrative charges collected through base rates from May 1,2008 to February 6,2009, and any future 
ad,justments to the MISO exit fee, to be established as a regulatory liability until the amounts can be amortized in 
future base rate cases. This regulatory liability balance as of October 31, 2009 has been included in the base rate 
case application filed on January 29, 2010. MISO exit fee credit amounts subsequent to October 31, 2009, will 
continue to accumulate as a regulatory liability until they can be amortized in future base rate cases. 

In November 2008, the FERC issued Orders in industry-wide proceedings relating to MISO RSG calculation 
and resettlement procedures. RSG charges are amounts assessed to various participants active in the MISO trading 
market which generally seek to compensate for uneconomic generation dispatch due to regional transmission or 
power market operational considerations, with some customer classes eligible for payments, while others may bear 
charges. The FERC Orders approved two requests for significantly altered formulas and principles, each of which 
the FERC applied differently to calculate RSG charges for various historical and future periods. Based upon the 
2008 FERC Orders, the Company established a reserve during the fourth quarter of 2008 of less than $1 million 
relating to potential RSG resettlement costs for the period ended December 3 1,2008. However, in May 2009, after a 
portion of the resettlement payments had been made, the FERC issued an Order on the requests for rehearing on one 
November 2008 Order which changed the effective date and reduced almost all of the previously accrued RSG 
resettlement costs. Therefore, these costs were reversed and a receivable was established for amounts already paid 
of less than $1 million, which the MISO began refunding back to the Company in June 2009, and which were fully 
collected by September 2009. In June 2009, the FERC issued an Order in the rate mismatch RSG proceeding, stating 
it will not require resettlements of the rate mismatch calculation from April 1, 2005 to November 4, 2007. An 
accrual had previously been recorded in 2008 for the rate mismatch issue for the time period April 2.5, 2006 to 
August 9,2007, but no accrual had been recorded foi the time period November 5,2007 to November 9,2008 based 
on the prior Order. Accordingly, the accrual for the former time period was reversed and an accrual for the latter 
time period was recorded in June 2009, with a net effect of $ i milIion of expense, substantially all ofwhich was paid 
by September 2009. 

In August 2009, the FERC determined that the MISO had failed to demonstrate that its proposed exemptions to 
real-time RSG charges were just and reasonable. In November 2009, the MISO made a compliance filing 
incorporating the rulings of the FERC orders and a related task-force, with a primary open issue being whether 
certain of the tariff changes are applied prospectively only or retroactively to approximately January 6,2009. The 
conclusion of the RSG matter, including the retroactivity decision, may result in refunds to the Company, but the 
Company cannot predict the ultimate outcome of this matter, nor the financial impact, at this time. 

F-14 



In November 2009, KU and LG&E filed an application with the FERC to appiove certain independent 
transmission operator arrangements to be effective upon the expiration of their current contiact with Southwest 
Power Pool, Inc. in September 2010. The application seeks authority for KU and LG&E to function after such date 
as the administrators of their own open access transmission tariffs for most purposes. The Tennessee Valley 
Authority, which currently acts as Reliability Coordinator, would also assume certain additional duties. A number 
of parties have intervened and filed comments in the matter and initial stages of data response proceedings have 
occurred. The application is subject to continuing FERC proceedings, including further submissions or filings by 
intervenors or FERC staff, prior to a ruling by the FERC. During January 2010, the Kentucky Commission issued an 
Order generally authorizing relevant state regulatory aspects of the proposed arrangements. 

Unninortized Loss oii Boiids. The costs of early extinguishment of debt, including call premiums, legal and 
other expenses, and any unamortized balance of debt expense are amortized using the straight line method, which 
approximates the effective interest method, over the life of either the replacement debt (in the case of refinancing) or 
the original life of the extinguished debt. 

FAC. KU's retail rates contain an FAC, whereby increases and decreases in the cost of fuel for generation are 
reflected in the rates charged to retail customers. The FAC allows the Company to adjust customers' accounts for the 
difference between the fuel cost component of base rates and the actual fuel cost, including transportation costs. 
Refunds to customers occur if the actual costs are below the embedded cost component. Additional charges to 
customers occur if the actual costs exceed the embedded cost component. The amount of the regulatory asset or 
liability is the amount that has been under- or over-recovered due to timing or adjustments to the mechanism. 

The Kentucky Commission requires public hearings at six-month intervals to examine past fuel adjustments, 
and at two-year intervals to review past operations of the fuel clause and transfer of the then current fuel adjustment 
charge or credit to the base charges. In November 2009, January 2009, June 2008 and January 2008, the Kentucky 
Commission issued Orders approving the charges and credits billed through the FAC for the six-month periods 
ending April 2009, April 2008, October 2007 and April 2007, respectively. In January 2009 and December 2006, the 
Kentucky Commission initiated routine examinations of the FAC for the two-year periods November 1, 2006 
through October 31, 2008 and November 1, 2004 through October 31, 2006. The Kentucky Commission issued 
Orders in June 2009 and November 2007, approving the charges and credits billed through the FAC during the 
review periods. 

KU also employs an FAC mechanism for Virginia customers using an average fuel cost factor based primarily 
on projected fuel costs. The Virginia levelized fuel factor allows fuel recovery based on prqjected fuel costs for the 
coming year plus an adjustment for any over- or under-recovery of fuel expenses from the prior year. At 
December 31, 2009 and 2008, KU had a regulatory liability of less than $ I  million and a regulatory asset of 
$2 million, respectively. 

In February 2009, KU filed an application with the Virginia Commission seeking approval of a 29% increase in 
its fuel cost factor beginning with service rendered in April 2009. In February 2009, the Virginia Commission issued 
an Order allowing the requested change to become effective on an interim basis. The Virginia Staff testimony filed 
in April 2009, recommended a slight decrease in the factor filed by KU. The Company indicated the Virginia Staff 
proposal was acceptable. A hearing was held in May 2009, with general resolution of remaining issues. In May 
2009, the Virginia Commission issued an Order approving the revised fuel factor, representing an increase of 24%, 
effective May 2009. 

In February 2008, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor applicable during the billing period, April 2008 through March 2009. The Virginia Commission 
allowed the new rates to be in effect for the April 2008 customer billings. In April 2008, the Virginia Commission 
Staff recommended a change to the fuel factor KU filed in its application, to which KU has agreed. Following a 
public hearing and an Order in May 2008, the recommended change became effective in June 2008, resulting in a 
decrease of 0.482 cents/kwh from the factor in effect for the April 2007 through March 2008 period. 

ECR. Kentucky law permits KIJ to recover the costs of complying with the Federal Clean Air Act, including 
a return of operating expenses, and a return of and on capital invested, through the ECR mechanism. The amount of 
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the regulatory asset or liability is the amount that has been under- or over-recovered due to timing or adjustments to 
the mechanism. 

The Kentucky Commission requires reviews of the past operations of the environmental surcharge for six- 
month and two-year billing periods to evaluate the related charges, credits and rates of return, as well as to provide 
for the roll-in of ECR amounts to base rates each two-year period. In December 2009, an Order was issued 
approving the charges and credits billed through the ECR during the two-year period ending April 2009, an increase 
in the jurisdictional revenue requirement, a base rate roll-in and a revised rate of return on capital. In July 2009, an 
Order was issued approving the charges and credits billed through the ECR during the six-month period ending 
October 2008, as well as approving billing adjustments for under-recovered costs and the rate of return on capital. In 
August 2008, an Order was issued approving the charges and credits billed through the ECR during the six-month 
periods ending April 2008 and October 2007, and the rate of return on capital. In March 2008, an Order was issued 
approving the charges and credits billed through the ECR during the six-month and two-year periods ending 
October 2006 and April 2007, respectively, as well as approving billing adjustments, roll-in adjustments to base 
rates, revisions to the monthly surcharge filing and the rates of return on capital. 

In January 2010, the Kentucky Commission initiated a six-month review of KIJ’s environmental surcharge for 
the billing period ending October 2009. The proceeding will progress throughout the first haIf of 2010. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company’s 

es. During 2009, KU reached a unanimous settlement with all parties to the case and the Kentucky 
Commission issued an Order approving KIJ’s application. Recovery on customer bills through the monthly ECR 
surcharge for these prqjects began with the February 201 0 billing cycle. 

In February 2009, the Kentucky Commission approved a settlement agreement in the rate case which provides 
for an authorized return on equity applicable to the ECR mechanism of 10.63% effective with the February 2009 
expense month filing, which represents a slight increase over the previously authorized 10.50%. 

In October 2007, KU met with the Kentucky Commission and other interested parties to discuss the status of 
the Ghent Unit 2 SCR construction. KU informed the Kentucky Commission that construction of the Ghent Unit 2 
SCR was not going to commence before the CCN expired in December 2007, due to a change in the economics for 
the project. The CCN expired in December 2007, and KU has delayed construction of the Ghent Unit 2 SCR. 

Storin Restoration. In January 2009, a significant ice storm passed through KTJ’s service territory causing 
approximately 199,000 customer outages, followed closely by a severe wind storm in February 2009, causing 
approximately 44,000 customer outages. The Company filed an application with the Kentucky Commission in April 
2009, requesting approval to establish a regulatory asset, and defer for future recovery, approximately $62 million in 
incremental operation and maintenance expenses related to the s t o m  restoration. In September 2009, the Kentucky 
Commission issued an Order allowing the Company to establish a regulatory asset of up to $62 million based on its 
actual costs for storm damages and service restoration due to the January and February 2009 storms. In September 
2009, the Company established a regulatory asset of $57 million for actual costs incurred, and the Company is 
seeking recovery of this asset in its current base rate case, 

In September 2008, high winds from the remnants of Hurricane Tke passed through the service territory 
causing significant outages and system damage. In October 2008, KTJ filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset, and defer for future recovery, approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of $2 million for actual costs incurred, and the Company is seeking recoveiy ofthis asset in its current base rate 
case. 

FERC Jirrisdictiorial Perision Costs. Other regulatory assets include pension costs of $3 million incurred by 
the Company and allocated to its FERC jurisdictional ratepayers. The Company will seek recovery of this asset in 
the next FERC rate proceeding. 
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Rate Caw Expenses. KU incurred $1 million in expenses related to the development and support of the 2008 
Kentucky base rate case. The Kentucky Commission approved the establishment of a regulatory asset for these 
expenses and authorized amortization over three years beginning in March 2009. 

CMRG arid KCCS Coritrihtioris. In July 2008, KTJ and LG&E, along with Duke Energy Kentucky, Inc. and 
Kentucky Power Company, filed an application with the Kentucky Commission requesting approval to establish 
regulatory assets related to contributions to the CMRG for the development of technologies for reducing carbon 
dioxide emissions and the KCCS to study the feasibility of geologic storage of carbon dioxide. The filing companies 
proposed that these contributions be treated as regulatory assets to be deferred until recovery is provided in the next 
base rate case of each company, at which time the regulatory assets will be amortized over the life of each project: 
four years with respect to the KCCS and ten years with respect to the CMRG. KU and LG&E jointly agreed to 
provide less than $2 million over two years to the KCCS and up to $2 million over ten years to the CMRG. In 
October 2008, an Order approving the establishment of the requested regulatory assets was received and KU is 
seeking rate recovery in the Company's 2010 Kentucky base rate case. 

Deferred Storm Costs. Based on an Order from the Kentucky Commission in June 2004, KTJ reclassified 
from maintenance expense to a regulatory asset, $4 million related to costs not reimbursed from the 2003 ice storm. 
These costs were amortized through June 2009. KU earned a return of these amortized costs, which were included in 
jurisdictional operating expenses. 

Perzsiori rrrzd Posfretirerizerit Bemfits. KTJ accounts for pension and postretirement benefits in accordance 
with the compensation - retirement benefits guidance of the FASB ASC. This guidance requires employers to 
recognize the over-funded or under-funded status of a defincd benefit pension and postretirement plan as an asset or 
liability in the balance sheet and to recognize through other comprehensive income the changes in the funded status 
in the year in which the changes occur. Under the regulated operations guidance of the FASB ASC, KTJ can defer 
recoverable costs that would otherwise be charged to expense or equity by non-regulated entities. Current rate 
recovery in Kentucky and Virginia is based on the compensation - retirement benefits guidance of the FASB ASC. 
Regulators have been clear and consistent with their historical treatment of such rate recovery, therefore, the 
Company has recorded a regulatory asset representing the change in funded status of the pension plan that is 
expected to be recovered and a regulatory liability representing the change in funded status of the postretirement 
plan that is expected to be refunded. The regulatory asset and liability will be adjusted annually as prior service cost 
and actuarial gains and losses are recognized in net periodic benefit cost. 

Acczrrniilated Cost of Removal of Utility Plant. As of December 3 1, 2009 and 2008, KTJ has segregated the 
cost of removal, previously embedded in accumulated depreciation, of $33 1 million and $329 million, respectively, 
in accordance with FERC Order No. 63 1. This cost of removal component is for assets that do not have a legal ARO 
under the asset retirement and environmental obligations guidance of the FASB ASC. For reporting purposes in the 
balance sheets, KTJ has presented this cost of removal as a regulatory liability pursuant to the regulated operations 
guidance of the FASB ASC. 

Deferred h i com Taxes - Net. These regulatory assets and liabilities represent the future revenue impact 
from the reversal of deferred income taxes required for unamortized investment tax credits, the allowance for funds 
used during construction and deferred taxes provided at rates in excess of currently enacted rates. 

DSM. KIJ's rates contain a DSM provision which includes a rate mechanism that provides for concurrent 
recovery of DSM costs and provides an incentive for implementing DSM programs. The provision allows K'IJ to 
recover revenues from lost sales associated with the DSM programs based on program plan engineering estimates 
and post-implementation evaluations. 

In July 2007, KU and LG&E filed an application with the Kentucky Commission requesting an order 
approving enhanced versions of the existing DSM programs along with the addition of several new cost effective 
programs. The total annual budget for these programs is approximately $26 million. In March 2008, the Kentucky 
Commission issued an Order approving the application, with minor modifications. KU and L.G&E filed revised 
tariffs in April 2008, under authority of this Order, which were effective in May 2008. 
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Other Regulatory Matters 

Ketitzichy Cotrirnissiorz Report on Storms. In November 2009, the Kentucky Commission issued a report 
following review and analysis of the effects and utility response to the September 2008 wind storm and the January 
2009 ice storm, and possible utility industry preventative measures relating thereto. The report suggested a number 
of proposed or recommended preventative or responsive measures, including consideration of selective hardening 
of facilities, altered vegetation management programs, enhanced customer outage communications and similar 
measures. In March 2010, the Companies filed a joint response reporting on their actions with respect to such 
recommendations. The response indicated implementation or completion of substantially all of the recommen- 
dations, including, among other matters, on-going reviews of system hardening and vegetation management 
procedures, certain test or pilot programs in such areas, and fielding of enhanced operational and customer outage- 
related systems. 

Wiiid Power Agreetrierits. In August 2009, KIJ  and LG&E filed a notice of intent with the Kentucky 
Commission indicating their intent to file an application for approval of wind power purchase contracts and cost 
recovery mechanisms. The contracts were executed in August 2009, and are contingent upon KU and L,G&E 
receiving acceptable regulatory approvals. Pursuant to the proposed 20-year contracts, KIJ and L,G&E would jointly 
purchase respective assigned portions of the output of two Illinois wind farms totaling an aggregate 109.5 Mw. In 
September 2009, the Companies filed an application and supporting testimony with the Kentucky Commission. In 
October 2009, the Kentucky Commission issued an Order denying the Companies’ request to establish a surcharge 
for recovery of the costs of purchasing wind power. The Kentucky Commission stated that such recovery constitutes 
a general rate adjustment and is subject to the regulations of a base rate case. The Kentucky Commission Order 
cuirently provides for the request for approval of the wind power agreements to proceed independently from the 
request to recover the costs thereof via surcharges. In November 2009, KIJ and LG&E filed for rehearing of the 
Kentucky Commission’s Order and requested that the matters of approval of the contract and recovery of the costs 
thereof remain the sub,ject of the same proceeding. During December 2009, the Kentucky Commission issued data 
requests on this matter. In March 2010, the Companies filed a motion requesting a ruling on this matter during the 
second quarter of 2010. The Companies cannot currently predict the timing or outcome of this proceeding. 

nimble  Cozirziy Asset Piirchase arid Depreciation. KU and LG&E are currently constructing a new base- 
load, coal fired unit, TC2, which will be jointly owned by the Companies, together with the IMEA and the IMPA. In 
July 2009, the Companies notified the Kentucky Commission of the proposed sale from LG&E to KIJ of certain 
ownership interests in certain existing Trimbie County generating station assets which are anticipated to provide 
joint or common use in support of the jointly-owned TC2 generating unit under construction at the station. The 
undivided ownership interests being sold are intended to provide KIJ an ownership interest in these common assets 
that is proportional to its interest in TC2 and the assets’ role in supporting both TCI and TC2. In December 2009, 
KU and LG&E completed the sale transaction at a price of $48 million, representing the current net book value of 
the assets, multiplied by the proportional interest being sold. 

In August 2009, in a separate proceeding, KIJ and LG&E jointly filed an application with the Kentucky 
Commission to approve new depreciation rates for applicable TC2-related generating, pollution control and other 
plant equipment and assets. The filing requests common depreciation rates for the applicable jointly-owned TC2- 
related assels, rather than applying differing depreciation rates in place with respect to KU’s and LG&E’s 
separately-owned base-load generating assets. During December 2009, the Kentucky Commission extended the 
data discovery process through January 2010 and authorized KU and LG&E on an interim basis to begin using the 
depreciation rates for TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final 
Order approving the use of the proposed depreciation rates on a permanent basis. 

TC2 CCN Application atid fimsnzissioi? Matters. An application for a CCN for construction of TC2 was 
approved by the Kentucky Commission in November 200.5. CCNs for two transmission lines associated with TC2 
were issued by the Kentucky Commission in September 2005 and May 2006. AI1 regulatory approvals and rights of 
way for one transmission line have been obtained. 

The CCN for the remaining line has been challenged by certain property owners in Hardin County, Kentucky. 
In August 2006, KIJ and LG&E obtained a successful dismissal of the challenge at the Franklin County Circuit 
Court, which ruling was reversed by the Kentucky Court of Appeals in December 2007, and the proceeding 
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reinstated. A motion for discretionary review of that reversal was filed by KU and LG&E with the Kentucky 
Supreme Court and was granted in April 2009. That proceeding, which seeks reinstatement of the Circuit Court 
dismissal of the CCN challenge, has been fully briefed and oral argument occurred during March 2010. A ruling on 
the matter could occur by mid 2010. 

Completion of the transmission lines are also subject to standard construction permit, environmental autho- 
rization and real property or easement acquisition procedures and certain Hardin County landowners have raised 
challenges to the transmission line in some of these forums as well. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, several landowners appealed such rulings to the Kentucky Court of Appeals 
and received a temporary stay preventing KU from accessing their properties. In April 2009, that appellate court 
denied KIJ’s motion to lift the stay and issued an Order retaining the stay until a decision on the merits of the appeal. 
Efforts to seek reconsideration OF that ruling, or to obtain intennediate review of the ruling by the Kentucky 
Supreme Court, were unsuccessful, and the stay remains in effect. The underlying appeal on KU’s right to condemn 
remains pending before the Court of Appeals and oral argument on the matter is scheduled to occur during late 
March 2010. 

Settlement discussions with the Hardin County property owners involved in the appeals of the condemnation 
proceedings have been unsuccessful to date. During the Fourth quarter of 2008, KU and LG&E entered into 
settlements with certain Meade County landowners and obtained dismissals of prior litigation they had brought 
challenging the same transmission line. 

As a result of the aforementioned unresolved litigation delays encountered in obtaining access to certain 
properties in Hardin County, KIJ has obtained easements to allow construction of temporary transmission facilities 
bypassing those properties while the litigated issues are resolved. In September 2009, the Kentucky Commission 
issued an Order stating that a CCN was necessary for two segments of the proposed temporary fac 
December 2009, the Kentucky Cornmission granted the CCNs for the relevant segments and the property owners 
have filed various motions to intervene, stay and appeal certain elements of the Kentucky Commission’s recent 
orders. In January 2010, in respect of two of such proceedings, the Franklin County circuit court issued Orders 
denying the property owners’ request for a stay of construction and upholding the prior Kentucky Commission 
denial of their intervenor status. In parallel with, and consistent with the relevant proceedings and their status, the 
Company is conductin riate real estate acquisition and construction activities with respect to these 
temporary transmission 

In a separate proceeding, certain Hardin County landowners have also challenged the same transmission line in 
federal district court in Louisville, Kentucky. In that action, the landowners claim that the U S .  Army failed to 
comply with certain National Historic Prescrvation Act requirements relating to easements for the line through 
Fort Knox. KIJ and LG&E are cooperating with the U S .  Army in its defense in this case and in October 2009, the 
federal court granted the defendants’ motion for summary judgment and dismissed the plaintiffs’ claims. During 
November 2009, the petitioners filed submissions for review of the decision with the 6th Circuit Court of Appeals. 

KIJ and LG&E are not currently able to predict the ultimate outcome and possible effects, if any, on the 
construction schedule relating to the transmission line approval, land acquisition and permitting proceedings. 

Utility Corizpetitiori iii Virginia The Commonwealth of Viiginia passed the Virginia Electric Utility 
Restructuring Act in 1999. This act gave customers the ability to choose their electric supplier and capped electric 
rates through December 201 0. KIJ subsequently received a legislative exemption from the customer choice 
requirements of this law. In April 2007, however, the Virginia General Assembly amended the Virginia Electric 
Utility Restructuring Act, thereby terminating this competitive market and commencing re-regulation of utility 
rates. The new act ended the cap on rates at the end of 2008. Pursuant to this legislation, the Virginia Commission 
adopted regulations revising the rules governing utility rate increase applications. As of January 2009, a hybrid 
model of regulation is being applied in Virginia. Under this model, utility rates are reviewed every two years. KU’s 
exemption from the requiiements of the Virginia Electric IJtility Restructuring Act in 1999, however, discharges the 
Company from the requirements of the new hybrid model of regulation. In lieu of submitting an annual information 
filing, the Company has the option of requesting a change in base rates to recover prudently incurred costs by filing a 
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traditional base rate case. KU is also subject to other utility regulations in Virginia, including, but not limited to, the 
recovery of prudently incurred fuel costs through an annual Fuel factor charge and the submission of integrated 
resource plans. 

Market-Based Rate Aiitlzority In July 2006, the FERC issued an Order in KU’s market-based rate proceeding 
accepting the Company’s further proposal to address certain market power issues the FERC had claimed would 
arise upon an exit from the MISO. In particular, the Company received permission to sell power at market-based 
rates at the interface of control areas in which it may be deemed to have market powei, subject to a restriction that 
such power not be collusively re-sold back into such control areas. However, restrictions exist on sales by KU of 
power at market-based rates in the KIJ/LG&E and Big Rivers Electric Corporation control areas. In June 2007, the 
FERC issued Order No. 697 implementing certain reforms to market-based rate regulations, including restrictions 
similar to those previously in place for the Company’s power sales at control area interfaces. In December 2008, the 
FERC issued Order No. 697-B potentially placing additional restrictions on certain power sales involving areas 
where market power is deemed to exist. As a condition of receiving and retaining market-based rate authority, KU 
must comply with applicable affiliate restrictions set forth in the FERC regulation. During September 2008, the 
Company submitted a regular tri-annual update filing under market-based rate regulations. 

In June 2009, the FERC issued Order No. 697-C which generally clarified certain interpretations relating to 
power sales and purchases at control area interfaces or into control areas involving market power. In July 2009, the 
FERC issued an order approving the Company’s September 2008 application for market-based rate authority. 
During July 2009, affiliates of KU completed a transaction terminating cei tain prior generation and power 
marketing activities in the Big Rivers Electric Corporation control area, which termination should ultimately allow 
a filing to request a determination that the Company no longer is deemed to have market power in such control area. 

KIJ conducts certain of its wholesale power sales activities in accordance with existing market-based rate 
authority principles and interpretations. Future FERC proceedings relating to Orders 697 or market-based rate 
authority could alter the amount of sales made at market-based versus cost-based rates. The Company’s sales under 
market-based rate authority totaled less than $1 million for the year ended December 31, 2009. 

Maridcrtoiy ReliaOilify Starzdard~. As a result of the EPAct 200.5, certain formerly voluntary reliability 
standards became mandatory in June 2007, and authority was delegated to various Regional Reliability Organi- 
zations (“RROs”) by the NERC, which was authorized by the FERC to enforce compliance with such standards, 
including promulgating new standards. Failure to comply with mandatory reliability standards can subject a 
registered entity to sanctions, including potential fines of up to $ 1  million per day, as well as non-monetary 
penalties, depending upon the circumstances of the violation. KU is a member of the SERC Reliability Corporation 
(“SERC”), which acts as KIJ’s RRO. During May 2008, the SERC and KIJ agreed to a settlement involving 
penalties totaling less than $1 million related to Kll’s February 2008 self-report concerning possible violations of 
certain existing mitigation plans relating to reliability standards. During December 2009, the SERC and KIJ agreed 
to a settlement involving penalties totaling less than $1 million concerning a June 2008 self-report by KIJ relating to 
three other standards and an October 2008 self-report relating to an additional standard. During December 2009, 
KU submitted a self-report relating to an additional standard. SERC proceedings for the December 2009 self-report 
are in the early stages and therefore the outcome is unable to be determined. Mandatory reliability standard 
settlements commonly include other non-penalty elements, including compliance steps and mitigation plans. 
Settlements with the SERC proceed to NERC and FERC review before becoming final. While KU believes itself to 
be in compliance with the mandatory reliability standards, the Company cannot predict the outcome of other 
analyses, including on-going SERC or other reviews described above. 

Infegrclfed Resoiirce Plmriirig. Integrated Iesource planning (“IRP”) regulations in Kentucky require major 
utilities to make triennial IRP filings with the Kentucky Commission. In April 2008, KIJ and L.G&E filed their 2008 
joint IRP with the Kentucky Commission. The IRP provides historical and projected demand, resource and financial 
data, and other operating performance and system information. The Kentucky Commission issued a staff report and 
Order closing this proceeding in December 2009. Pursuant to the Virginia Commission’s December 2008 Order, 
KIJ filed its IRP in July 2009. The filing consisted of the 2008 Joint IRP filed by KIJ and LG&E with the Kentucky 
Commission along with additional data. The Virginia Commission has not established a procedural schedule for this 
proceeding. 
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PUHCA 200.5. E.ON, KU's ultimate parent, is a registered holding company under PIJHCA 2005. E.ON, its 
utility subsidiaries, including KU, and certain of its non-utility subsidiaries, are subject to extensive regulation by 
the FERC with respect to numerous matters, including: electric utility fac es and operations, wholesale sales of 
power and related transactions, accounting practices, issuances and sales of securities, acquisitions and sales of 
utility properties, payments of dividends out of capital and surplus, financial matters and inter-system sales of non- 
power goods and services. KIJ believes that it has adequate authority, including financing authority, under existing 
FERC orders and regulations to conduct its business and will seek additional authorization when necessary. 

EPAct 200.5. The EPAct 2005 was enacted in August 200.5. Among other matters, this comprehensive 
legislation contains provisions mandating improved electric reliability standards and performance; granting 
enhanced civil penalty authority to the FERC; providing economic and other incentives relating to transmission, 
pollution control and renewable generation assets; increasing funding for clean coal generation incentives; 
repealing the Public IJtility Holding Company Act of 193.5; enacting PUHCA 2005 and expanding FERC 
,jurisdiction over public utility holding companies and related matters via the Federal Power Act and PUHCA 2005. 

In February 2006, the Kentucky Commission initiated an administrative proceeding to consider the require- 
ments of the EPAct 2005, Subtitle E Section 1252, Smart Metering, which concerns time-based metering and 
demand response, and Section 1254, Interconnections. EPAct 2005 requires each state regulatory authority to 
conduct a formal investigation and issue a decision on whether or not it is appropriate to implement certain 
Section I252 standards within eighteen months after the enactinent of EPAct 2005 and LO commence consideration 
of Section 1254 standards within one year after the enactment of EPAct 2005. Following a public hearing with all 
Kentucky jurisdictional electric utilities, in December 2006, the Kentucky Commission issued an Order in this 
proceeding indicating that the EPAct 200.5 Section 12.52 and Section 1254 standards should not be adopted. 
However, all five Kentucky Commission ,jurisdictional utilities are required to file real-time pricing pilot programs 
for their large commercial and industrial customers, KIJ developed a real-time pricing pilot for large industrial and 
commercial customers and filed the details of the plan with the Kentucky Commission in April 2007. In February 
2008, the Kentucky Commission issued an Order approving the real-time pricing pilot program proposed by KU for 
implementation within approximately eight months, for its large commercial and industrial customers. The tariff 
was filed in October 2008, with an effective date of December 1, 2008. KU files annual reports on the program 
within 90 days of each plan year-end for the 3-year pilot period. 

Greeri Erier-gy Riders. In February 2007, KU and LG&E filed a Joint Application and Testimony for 
Proposed Green Energy Riders. In May 2007, a Kentucky Commission Order was issued authorizing KU to 
establish Small and Large Green Energy Riders, allowing customers to contribute funds to be used for the purchase 
of renewable energy credits. During November 2009, KIJ and LG&E filed an application to both continue and 
modify the existing Green Energy Programs and requested a Kentucky Commission Order by March 2010. 

Horiie Eriergy Assistnrice Progrnrri. In July 2007, KU filed an application with the Kentucky Commission for 
the establishment of a Home Energy Assistance program. During September 2007, the Kentucky Commission 
approved the five-year program as filed, effective in October 2007. The program terminates in September 2012, and 
is funded through a $0.10 per month meter charge. Effective February 6, 2009, as a result of the settlement 
agreement in the 2008 base rate case, the program is funded through a $0.15 per month meter charge. 

Collectiot7 Cycle Revisiori. As part of its base rate case filed on July 29,2008, L.G&E proposed to change the 
due date for customer bill payments from 1.5 days to 10 days to align its collection cycle with KU. In addition, KIJ 
proposed to include a late payment charge if payment is not received within 1.5 days from the bill issuance date to 
align with LG&E. The settlement agreement approved in the rate case in February 2009, changed the due date for 
customer bill payments to 12 days after bill issuance for both KIJ and L,G&E, and permitted KU's implementation 
of a late payment charge if payment is not received within 1.5 days from the bill issuance date. 

Deprecintiorz Study. In December 2007, KIJ filed a depreciation study with the Kentucky Commission as 
required by a previous Order. In August 2008, the Kentucky Commission issued an Order consolidating the 
depreciation study with the base rate case proceeding. The approved settlement agreement in the rate case 
established new depreciation rates effective February 2009. KIJ also filed the depreciation study with the Virginia 
Commission which approved the implementation of the new depreciation rates effective February 2009. Approval 
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by the Virginia Commission does not preclude the rates from being raised as an issue by any pal ty in KIJ’s current 
base rate case in Virginia. 

Browrifield Developrnerzt Rider Tarifi In March 2008, KIJ received Kentucky Commission approval for a 
Brownfield Development Rider, which offers a discounted rate to electric customers who meet certain usage and 
location requirements, including taking new service at a brownfield site, as certified by the appropriate Kentucky 
state agency. The rider peimits special contracts with such customers which provide for a series of declining partial 
rate discounts over an initial five-year period of a longer seivice arrangement. The tariff is intended to promote local 
economic redevelopment and efficient usage of utility resources by aiding potential reuse of vacant brown field sites. 

In May 2008, the Kentucky Commission on its own motion 
initiated a proceeding to establish interconnection and net metering guidelines in accordance with amendments to 
existing statutory requirements for net metering of electricity. The jurisdictional electric utilities and intervenors in 
this case presented proposed interconnection guidelines to the Kentucky Commission in October 2008. In a January 
2009 Order, the Kentucky Commission issued the Interconnection and Net Metering Guidelines - Kentucky that 
were developed by all parties to the proceeding. KU does not expect any financial or other impact as a result of this 
Order. In April 2009, KU filed revised net metering tariffs and application forms pursuant to the Kentucky 
Commission’s Order. The Kentucky Commission issued an Order in April 2009, which suspended for five months 
all net metering tariffs filed by the jurisdictional electric utilities. This suspension was intended to allow sufficient 
time for review of the filed tariffs by the Kentucky Commission Staff and intervening parties. In June 2009, the 
Kentucky Commission Staff held an infoimal conference with the parties to discuss issues related to the net 
metering tariffs filed by KTJ. Following this conference, the intervenors and KU resolved all issues and KU filed 
revised net metering tariffs with the Kentucky Commission. In August 2009, the Kentucky Commission issued an 
Order approving the revised tariffs. 

I~itercorzriectior7 arid Net Meterirzg Guidelines. 

EISA 2007 Star7dards. In November 2008, the Kentucky Commission initiated an administrative proceeding 
to consider new standards as a result of the Energy Independence and Security Act of 2007 (“EISA 2007”), part of 
which amends the Public Utility Regulatory Policies Act of 1978 (“PIJRPA”). There are four new PURPA standards 
and one non-PURPA standard applicable to electric utilities. The proceeding also considers two new PURPA 
standards applicable to natural gas utilities. EISA 2007 requires state regulatory commissions and nonregulated 
utilities to begin consideration of the rate design and smart grid investments no later than December 19,2008, and to 
complete the consideration by December 19, 2009. The Kentucky Commission established a procedural schedule 
that allowed for data discovery and testimony through July 2009. A public hearing has not been scheduled in this 
matter. In October 2009, the Kentucky Commission held an infoimal conference for the purpose of discussing 
issues related to the standard regarding the consideration of Smart Grid investments. 

Note 3 - Financial Instruments 

The cost and estimated fair values of KIJ’s non-trading financia1 instruments as of December 3 I follow: 

2009 2008 
Carrying Fair Carrying Fair 

Value Value Value Value 
(In millions) 

---- 
Long-term debt (including current portion of 

Long-term debt from affiliate (including current portion of 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 351 !$ 351 $ 351 $ 349 

$33 million). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,331 $1,401 $1,181 $1,117 

The long-term debt valuations reflect prices quoted by dealers. The fair value of the long-term debt from 
affiliate is determined using an internal valuation model that discounts the future cash flows of each Ioan at current 
market rates. The current market values are deteimined based on quotes from investment banks that are actively 
involved in capital markets for utilities and factor in KU’s credit ratings and default risk. The fair values of cash and 
cash equivalents, accounts receivable, cash surrender value of key man life insurance, accounts payable and notes 
payable are substantially the same as their carrying values. 
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KIJ is subject to the risk of fluctuating interest rates in the noimal course of business. The Company’s policies 
allow the interest rate risk to be managed through the use of fixed rate debt, floating rate debt and interest rate swaps. 
At December 3 1,2009, a 100 basis point change in the benchmark rate on KU’s variable rate debt would impact pre- 
tax interest expense by $4 million annually. Although the Company’s policies allow for the use of interest rate 
swaps, as of December 31, 2008 and 2009, KIJ had no interest rate swaps outstanding. 

The Company is subject to interest rate and commodity price risk related to on-going business operations. It 
cuirently manages these risks using derivative financial instruments including swaps and foi waid contracts. 

KU has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosures guidance of the FASB 
ASC, as follows: 

* Level 1 - Obseivablc inputs that reflect quoted prices (unadjusted) for identical assets or liab 
markets. 

* Level 2 - Include other inputs that are diiectly or indirectly observable in the marketplace. 

0 Level 3 - Unobservable inputs which are supported by little or no market activity. 

Energy Pndirzg arid R i ~ k  Mnm~gernerit Activitieh. K‘IJ conducts energy trading and risk management 
activities to maximize the value of power sales from physical assets it owns. Energy trading activities are 
principally foi ward financial transactions to manage piice risk and are accounted for as non-hedging derivatives on 
a mark-to-market basis in accordance with thc derivatives and hcdging guidance of the FASB ASC. 

Energy trading and risk management contracts ale valued using prices based on active trades from Inter- 
continental Exchange Inc. In the absence of a traded price, midpoints of the best bids and offers are the primary 
determinants of valuation. When sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted piices, such as one-sided bids or offers as of the balance sheet date. 
Using these valuation methodologies, these contracts are considered level 2 based on measurement criteria in the 
fair value measurements and disclosures guidance of the FASB ASC Quotes are verified quarterly using an 
independent pricing source of actual transactions. Quotes for combined off-peak and weekend timeframes are 
allocated between the two timeframes based on their historically proportionate ratios to the integrated cost. No other 
adjustments are made to the forward prices. No changes to valuation techniques for energy trading and risk 
management activities occurred during 2009,2008 or 2007. Changes in market pricing, interest rate and volatility 
assumptions were made during both years. 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or iequire cash deposits, Ietteis of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody’s and definitive qualitative and 
quantitative data to assess the financial strength of counterparties on an on-going basis. If no external rating exists, 
KU assigns an internally generated rating for which i t  sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At December 31, 2009, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. The Company has reserved against counterparty 
credit risk based on the counterparty’s credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody’s. At December 31, 2009 and 2008, credit reserves related to the energy 
trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at December 3 1, 2009 and 2008, was 
315,600 Mwhs and 146,000 Mwhs, respectively. All the volume outstanding at December 31, 2009 will settle in 
20 10. 

The following table sets forth by level within the fair value hieiarchy, KU’s financial assets and liabilities that were 
accounted for at fair value on a recurring basis as of December 3 1,2008. Cash collateral related to the energy trading and 
risk management contiacts was less than $1 million at December 3 1,2009 and 2008. Cash collateral related to the energy 
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trading and risk management contracts is categorized as other accounts receivable and is a level 1 measurement based on 
the funds being held in liquid accounts. Energy trading and risk management contracts are considered level 2 based on 
measurement criteria in the fair value measurements and disclosures guidance of the FASB ASC. Financial assets as of 
December 31, 2009 and financial liabilities as of December 31,2009 and 2008, arising from energy trading and risk 
management contracts accounted for at fair value total less than $1 million and use level 2 measurements. There are no 
level 3 measurements for the periods ending December 31, 2009 and 2008. 

Level 1 Level 2 Total - - -  December 31,2008 

Financial Assets: 
Energy trading and risk management contracts. . . . . . . . . . . . . . . . . . . .  $- __ $1 - $1 - 

Total Financial Assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $- __. $1 $1 - - - - - 
The Company does not net collateral against derivative instruments. 

Certain of the Company’s derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based upon the 
Company’s credit ratings from each of the major credit rating agencies. At December 31,2009, there are no energy 
trading and risk management contracts with credit risk related contingent features that are in a liability position, and 
no collateral posted in the normal course of business. At December 31, 2009, a one notch downgrade of the 
Company’s credit rating would have no effect on the energy trading and risk management contracts or collateral 
required as a result of these contracts. 

The table below shows the fair value and balance sheet location of derivatives not designated 

December 31, 2008 

Energy trading and risk management 

instruments as of December 31, 2008: 

contracts (current) . . . . . . . . . . . . . .  Other current assets Other current liabilities 

Total . . . . . . . . . . . . . . . . . . . . . . .  $1 - - 

as hedging 

- $-- 

$-- - - 

Financial assets and liabilities as of December 31, 2009 arising from energy trading and risk management 
contracts accounted for at fail- value total less than $1 million. 

KU manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward financial contracts. Hedge accounting treatment has not been elected for these transactions, and therefore 
gains and losses are shown in the statements of income. 

The following tables present the effect of derivatives not designated as hedging instruments on income for the 
years ended December 3 1, 2009 and 2008: 

Location of Gain 
(Loss) Recognized in 

Income on D e r i v e  

Amount of Gain 
(Loss) Recognized in 

Income on Derivatives 
(In millions) 

December 31, 2009 
Energy trading and risk management contracts 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (unrealized) Electric revenues - $(I) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Total - $(I) - 

December 3 1, 2008 
Energy trading and risk management contracts 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1  (unrealized) - Electric revenues 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1  Total - - 
Unrealized gains and losses were less than $1 million for the year ended December 3 1,2007. Net realized gains 

and losses were less than $1 million for the years ended December 31, 2009, 2008, and 2007. 
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Note 4 - Concentrations of Credit and Other Risk 

Credit risk represents the accounting loss that would be recognized at the reporting date if counterparties failed 
to perform as contracted. Concentrations of credit risk (whether on- or off-balance sheet) relate to groups of 
customers or counterparties that have similar economic or industry characteristics that would cause their ability to 
meet contractual obligations to be similarly affected by changes in cconomic or other conditions. 

KIJ’s customer receivables and revenues arise from deliveries of electricity to approximately 5 15,000 
customers in over GO0 communities and adjacent suburban and rural areas in 77 counties in central, southeastern 
and western Kentucky, to approximately 30,000 customers in 5 counties in Southwestern Virginia and 5 customers 
in Tennessee. For the years ended December 3 1, 2009, 2008 and 2007, 100% of total revenue was del ived from 
electric operations. During 2009, the Company’s 10 largest customers accounted for less than 15% of electric 
volumes. 

Effective August 4,2009, the Company and its employees represented by the IBEW Local 2100 entered into a 
three-year collective bargaining agreement. The agreement provides for negotiated increases or changes to wages, 
benefits or other provisions and for annual wage re-openers. KU and employees represented by the USWA Local 
9447-01 entered into a three-year collective bargaining agieement in August 2008. This agreement provides for 
negotiated increases or changes to wages, benefits or other provisions and for annual wage re-openers. The 
employees represented by these two bargaining units comprise approximately 15% of the Company’s workforce at 
December 3 1, 2009. 

Note 5 - Pension and Other Postretirement Benefit Plans 

KU employees benefit from both funded and unfunded non-contributory defined benefit pension plans and 
other postretirement benefit plans that together cover employees hired by December 3 1, 2005. Employees hired 
after this date participate in the Retirement Income Account (“RIA”), a defined contribution plan. The Company 
makes an annual lump sum contribution to the RIA, based on years of service and a percentage of covered 
compensation. The health care plans are contributory with participants’ contributions adjusted annually. The 
Company uses December 31 as the measurement date for its plans. 

Obligatiorzs nrzd Fiinded StatiiJ. The following tables provide a reconciliation of the changes in the defined 
benefit plans’ obligations and the fair value of assets for the two-year period ending December 31, 2009, and the 
funded status for the plans as of December 31: 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 - - - -  

(In millions) 

Change in benefit obligation 
Benefit obligation at beginning of year . . . . . . . . . . . . . . . . . . . .  $306 $ 284 $ 75 $ 76 

Service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 5 2 1 
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I8 I8 4 5 
Benefits paid, net of retiree contributions . . . . . . . . . . . . . . . . .  (18) (18) ( 5 )  ( 3 )  
Actuarial (gain)/loss and other. - - - -  4 17 4 (4) . . . . . . . . . . . . . . . . . . . . . . . .  

Benefit obligation at end of year . . . . . . . . . . . . . . . . . . . . . . . . .  $316 $ 306 $ 80 $ 7 5  

Fair value of plan assets at beginning of year. . . . . . . . . . . . . . . .  $183 $ 264 $ 12 $ 13 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 5 

- - - -  - - - -  
Change in plan assets 

Actual return on plan assets. . . . . . . . . . . . . . . . . . . . . . . . . . .  41 (61) 3 (3) 

Benefits paid, net of retiree contributions. . . . . . . . . . . . . . . . .  (18) (18) (5) (3) 
Administrative expenses and other 

Employer contributions 13 ___ 

- (2) = - ... . . . . . . . . . . . . . . . . . . .  - - -  
Fair value of plan assets at end of year . . . . . . . . . . . . . . . . . . . .  $219 $183 $ 17 $ 12 

Funded status at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (97) $(123) $(63) $(63) 
- -  - - - -  

- - - -  
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Aiizoirrits Recognized in Stoteriierit oj’Firiaricin1 Position. The following tables provide the amounts recog- 
nized in the balance sheets and information for plans with benefit obligations in excess of plan assets as of 
December 3 1 : 

Other 
Postretirement 

Pension Benefits Benefits 
2009 2008 2009 2008 

(In millions) 

$105 $ 137 $ -  $ -  

- - - - -  

Regulatory assets . . . . . . . . . . . . . .  . . . . .  
(9) (10) Regulatory liabilities. . . . .  . . . .  . . . . .  . . . . . . . . .  

Accrued benefit liability (non-current). . . . . . . . . . . . . . . . . . . . . . .  (97) (123) (63) (63) 

- ___ 

Amounts recognized in regulatory assets and liabilities consist of: 
Other 

Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In m i l l i o r  

- -  

Transition obligation . . . . . . . .  $ -  $ -  $ 3  $ 4  
Prior service cost. . . . .  . . . . . . . . . . . . . .  5 5 2 2 
Accumulated (gain)/loss 100 132 (14) (16) 

. . . . . . . . . . . . . . .  . $105 $137 $ (9) $(lo) Total regulatory assets (liabilities) 

Additional year-end information for plans with accumulated benefit obligations in excess of plan assets: 

- - - -  

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 
(In millions) 

- - - -  
Benefit obligation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $316 $306 $80 $75 

Fair value of plan assets. . .  . . 219 183 17 12 

__ . . . . . . . . . . . . . . . . . . . .  Accumulated benefit obligation ” . .  , 268 261 - 

For discussion of the pension and postretirement regulatory assets, see Note 2, Rates and Regulatory Matters. 

The amounts recognized in regulatory assets and liabilities for the years ended December 31, are composed of 
the following: 

Other 
Pension Postretirement 
Benefits Benefits 

2009 2008 2009 2008 - - - -  
(In millions) 

Prior service cost arising during the period . . . . . . . . . . . . . . . . . . . .  $ - $ - $- $ 1 
Net loss/(gain) arising during the period . . . . . . . . . . . . . . . . . . . . . .  (22) 101 2 
Amortization of prior service (cost)/credit. (1) (1) - (1) 

(1) (1) Amortization of transitional (obligation)/asset . . . . . . . . . . . . . . . . . .  
Amortization of gain/(loss). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (9) = ,____ 

Total amounts recognized in regulatory assets gL liabilities. . . . . . . . .  $(32) $100 $1 $(1) 

__ 

. . . . . . . . . . . . . . . . . . . .  
_I - 

__. - 
- - -  - 
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Cotnponeiits of Net Periodic Berzefit Cost. The following tables provide the components of net periodic 
benefit cost for pension and other postretirement benefit plans. The tables include the costs associated with both KIJ 
employees and E.ON 1J.S. Services’ employees, who provide services to the utility. The E.ON IJS. Services’ costs 
that are allocated to KU are approximately 49%, 46% and 45% of E.ON U.S. Services’ total cost for 2009,2008 and 
2007, respectively. 

Pension Benefits 
E.ON U.S. E.ON U.S. E.ON U S .  
Services Services Services 

Allocation Total Allocation Total Allocation Total 
KU to KU KU I<U io KU I<U KU to KU KU 

2009 2009 2009 2008 2008 2008 2007 2007 2007 
(In nlillions) 

- - . _ - -  ~ - - - -  
-~ - - - - _ _ - -  

Servicecos t . .  . . . . . . . . . . .  $ 6 $ 5 $ 11 $ 6 $ 4 $ 10 $ 6 $ 4  $ 10 
7 25 18 6 24 17 5 22 Interest cost . . . . . . . . . . . . .  18 

Expected return on plan 
assets . . . . . . . . . . . . . . . .  (15) (4) (19) (21) (5) (26) (21) (5) (26) 

Amortization of prior service 
. . . . . . . . . . . . . . . .  2 1 1 2 1 1 2 costs. 1 1 

Amortization of actuarial 
3 

B e n e f i t c o s t a t e n d o f y e a r . .  $19 $11 - -  $ 3 0  $ 4 - $ 6  - -  $ 1 0  $ 5 - - $ 6  - $ 1 1  

. . . . . . . . . . . . . . . .  _. 1 -  2 - - 
~ - 11 - -- - loss.. 9 __ 2 - 

- - -  - - _ _  - - - 
Other Postretirenient Benefits 

E.ON U.S. E.ON U.S. E.ON U.S. 
Services Services Services 

Allocation Total Allocation Total Allocation Total 
KU I o K U  KU KU toKU KU KU toKU KU 

2009 2009 2009 2008 2008 2008 2007 2007 2007 
(In millions) 

_ _ _ - - - - - - - -  
___ - - - - -- - - - 

Servicecost . . . . . . . . . . . . . . . . .  $ 1 $ 1 $ 2  $ 1 $ 1 $ 2  $ 1 $ 1 $ 2  
5 Interest cost 5 I 5 5  

Amortization of transitional 
1 

Benefit cost at end of year . . . . . .  $ 6 $ 1 $7 $ 6 $ 1 - $ 7 $6 - - $ 1 $7 - 

__ 5 . 5  ___ . . . . . . . . . . . . . . . . .  
Expected return on plan assets . . .  ( I )  - (1) (1) - (1) ( 1 )  - (1) 

- . . . . . . . . . . . . . . . . .  -.__ - 1 1 1 1 - - -  - - - -  obligation - 1 ___ 

- -  - - ___. _ _ . -  - - .___ - 
The estimated amounts that will be amortized from regulatory assets and liabilities into net periodic benefit 

cost in 2010 are shown in the following table: 

Other 
Pension Postretirement 
Benefits Benefits 

(In millions) 

Regulatory assets/liabilities: 
Net actuarial loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 6 $-- 

1 1 Prior service cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
1 Transition obligation. - - 

$ 2  

- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total regulatory assetslliabilities amortized during 201 0 . . . . . . . . . . . . . . .  - $ 7 - - - 
The assumptions used in the measurement of KU’s pension benefit obligation are shown in the following table: 

2009 2008 - -  
Weighted-average assumptions as of December 3 1 : 
Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.13% 6.25% 
Rate of compensation increase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.25% 5.25% 
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The discount rates were determined by the December 28,2009, Mercer Pension Discount Yield Curve. These 
discount rates were then lowered by 8 basis points for the average change in 4 bond indices, Citigroup High Grade 
Credit Index AAA/AA 10+ years, Barclays Capital US Long Credit AA, Merrill Lynch US Corporate AA-AAA 
rated IO+ years and Merrill Lynch US Corporate AA rated 15+ years, for the period from December 28, 2009 to 
December 3 1, 2009. 

The assumptions used in the measurement of KU’s net periodic benefit cost are shown in the following table: 

2009 2008 2007 - - -  
Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.25% 6.66% 5.96% 
Expected long-term return on plan assets. . . . . . . . . . . . . . . . . . . . . . . . .  8.25% 8.25% 8.25% 
Rate of compensation increase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.25% 5.25% 5.25% 

To develop the expected long-term rate of return on assets assumption, KU considered the current level of 
expected retuins on risk free investments (primarily government bonds), the historical level of the risk premium 
associated with the other asset classes in which the portfolio is invested and the expectations for future returns of 
each asset class. The expected return for each asset class was then weighted based on the target asset allocation to 
develop the expected long-term rate of return on assets assumption for the portfolio. 

The following describes the effects on pension benefits by changing the major actuarial assumptions discussed 
above: 

* A 1% change in the assumed discount rate could have an approximate $34 million positive or negative 
impact to the 2009 accumulated benefit obligation and an approximate $45 million positive or negative 
impact to the 2009 prqjected benefit obligation. 

A 25 basis point change in the expected rate of return on assets would have resulted in less than a $1 million 
positive or negative impact on 2009 pension expense. 

Assiirned Health Care Cost Trerid Rntes. For measurement purposes, an 8% annual increase in the per capita 
cost of covered health care benefits was assumed for 2009. The rate was assumed to decrease gradually to 4.5% by 
2029 and remain at that level thereafter. 

Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. 
A 1% change in assumed health care cost trend rates would have resulted in an increase or decrease of less than 
$1 million on the 2009 total of service and interest costs components and an increase or decrease of $4 million in 
year-end 2009 postretirement benefit obligations. 

Expected Fiitiire Beizefit Pnyrnerits mid Medicare Siibsidy Receipts. The following list provides the amount 
of expected future benefit payments, which reflect expected future service and the estimated gross amount of 
Medicare subsidy receipts: 

Other 
Pension Postretirement 
Benefits Benefits 

(In millions) 

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $17 $ 6  
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 6 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 6 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 6 
2014. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 7 
2015-19 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  97 37 

Medicare 
Subsidy 
Receipts 

$ 1  

1 

- 

- 
1 
3 
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Plan Assea. The following table shows the plans’ weighted-average asset allocation by asset category at 
December 31: 

Pension Plans Target Range 2009 2008 
Equity securities 45%-75% 59% 5.5% 
Debt securities ~ . . . . . . . . . . . . . . . . . . . . .  30% - 5 0 %  40 43 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0% - 10% 1 2 

Totals. . 

The investment policy of the pension plans was developed in conjunction with financial consultants, 
investment advisors and legal counsel. The goal of the investment policy is to preserve the capital of the fund 
and maximize investment earnings. The return objective is to exceed the benchmark return for the policy index 
comprised of the following: Russell 3000 Index, MSCI-EAFE Index, Barclays Capital Aggregate and Barclays 
Capital U.S. Long GovernmenUCredit Bond Index in proportions equal to the targeted asset allocation. 

Evaluation of performance focuses on a long-term investment time horizon of at least three to five years or a 
complete market cycle. The assets of the pension plans are broadly diversified within different asset classes 
(equities, fixed income secuiities and cash equivalents). 

To minimize the risk of large losses in a single asset class, no more than 5% of the portfolio will be invested in 
the securities of any one issuer with the exclusion of the 1J.S. government and its agencies. The equity portion of the 
fund is diversified among the market’s various subsections to diversify risk, maximize returns and avoid undue 
exposure to any single economic sector, industry group or individual security. The equity subsectors include, but are 
not limited to, growth, value, small capitalization and international. 

In addition, the overall fixed income portfolio may have an average weighted duration, or interest rate 
sensitivity which is within +/- 20% of the duration of the overall fixed income benchmark. Foreign bonds in the 
aggregate shall not exceed 10% of the total fund. The portfolio may include a limited investment of up to 20% in 
below investment grade securities provided that the overall average portfolio quality remains “AA” or better. The 
below investment grade securities include, but are not limited to, medium-term notes, corporate debt, non-dollar 
and emerging market debt and asset backed securities. The cash investments should be in securities that are either 
short maturities (not to exceed 180 days) or readily marketable with modest risk. 

Derivative securities are permitted only to improve the portfolio’s riskheturn profile, to modify the portfolio’s 
duration or to reduce transaction costs and must be used in conjunction with underlying physical assets in the 
portfolio. Derivative securities that involve speculation, leverage, interest rate anticipation, or any undue risk 
whatsoever are not deemed appropriate investments. 

The investment objective for the postretirement benefit plan is to provide current income consistent with 
stability of principal and liquidity while maintaining a stable net asset value of$1.00 per share. The postretiiement 
funds are invested in a prime cash money market fund that invests primarily in a portfolio of short-term, high-quality 
fixed income securities issued by banks, corporations and the U.S. government. 

KIJ has classified plan assets that are accounted for at fair value into the three levels of the fair value hierarchy, 
as defined by the fair value measurements and disclosures guidance of the FASB ASC. See Note 3 of the Notes to 
Financial Statements. 

- -  
. . . . . . . .  100% 100% - -  _ . -  

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input that is 
significant to the fair value measurement. Valuation techniques used need to maximize the use of observable inputs 
and minimize the use of unobservable inputs. 

A description of the valuation methodologies used to measure plan assets at fair value is provided below: 

value. The money market funds are classified within level 2 of the valuation hierarchy. 

Valued based on the beginning of year value of the plan’s interests in the 
trust plus actual contributions and allocated investment income (loss) less actual distributions and allocated 

Moriey Market Furid: These investments are public investment vehicles valued using $ 1  for the net asset 

Coriiriiori/Collective TI-ustJ: 
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administrative expenses. Quoted market prices are used to value investments in the trust, with the exception of 
the Group Annuity Contract (“GAC”). The fair value of certain other investments for which quoted market 
prices are not available are valued based on yields currently available on comparable securities of issuers with 
similar credit ratings. The common/collective trusts are classified within level 2 of the valuation hierarchy. 

The preceding methods described may produce a fair value that may not be indicative of net realizable value or 
reflective of future fair values. Furthermore, although the Company believes its valuation methods are appropriate 
and consistent with other market participants, the use of different methodologies or assumptions to determine the 
fair value of certain financial instruments could result in a different fair value measurement at the reporting date. 
There were no changes in the plan’s valuation methodologies during 2009. 

The following table sets forth, by level witbin the fair value hierarchy, the plan’s assets at fair value as of 
December 3 1, 2009: 

Level 2 
(Millions) 

Money Market Fund . . . ~. . . . . . . . . . . . . . . . . . . . . . . . . ~ ~. . . . . . . . . . . ~. . . . . ~. . 
Common/Collective Trusts ~ . . . ~ . . . . . . . . . . . . . . . . I . . . . I . . . . . . . . . . . . . . . . ~ . . 
Total investments at fair value . . ,  . “ . _ . .  

There are no assets categorized as level 1 or level 3. 

The GAC is an immediate participation guarantee contract. In accordance with the plan accounting guidance 
of the FASB ASC, the cost incurred to purchase the GAC prior to March 20, 1992, is permitted to be carried at 
contract value, since it is a contract with an insurance company and therefore is excluded from the table above. The 
cost incurred to fund the GAC after March 20, 1992, is carried at contract value in accordance with the plan 
accounting guidance of the FASB ASC, since it is a contract that incorporates mortality andmorbidity risk. Contract 
value represents cost plus interest income less distributions for benefits and administrative expenses. 

$ 2 
186 

. . . $188 
- 
- - 

Cr,ntriDutio)is. KU made a discretionary contribution to the pension plan of $13 million in April 2009 and 
$13 million in January 2007. The Company also made contributions to other postretirement benefit plans of 
$7 million, $5 million and $6 million in 2009,2008 and 2007, respectively. The amount of future contributions to 
the pension plan will depend upon the actual return on plan assets and other factors, but the Company funds its 
pension obligations in a manner consistent with the Pension Protection Act of 2006. In January 2010, KU made a 
discretionary contribution to the pension plan of $1 3 million and anticipates making voluntary contributions to 
fund Voluntary Employee Beneficiary Association trusts to match the annual postretirement expense and funding 
the 401(h) plan up to the maximum amount allowed by law. 

Peiisioiz Legislotion. The Pension Protection Act of 2006 was enacted in August 2006. New rules regarding 
funding of defined benefit plans are generally effective for plan years beginning in 2008. Among other matters, this 
comprehensive legisla ntains provisions applicable to defined benefit plans which generally (i) mandate full 
funding of current li s within seven years; (ii) increase tax-deduction levels regarding contributions; 
(iii) revise certain actuarial assumptions, such as mortality tables and discount rates; and (iv) raise federal 
insurance premiums and other fees for under-funded and distressed plans. The legislation also contains a number of 
provisions relating to defined-contribution plans and qualified and non-qualified executive pension plans and other 
matters. The Company’s plan met the minimum funding requirements as defined by the Pension Protection Act of 
2006 for years ended December 31, 2009 and 2008. 

T/zr@ Sovings P1oris. KU has a thrift savings plan under section 401(k) of the Internal Revenue Code. lJnder 
the plan, eligible employees may defer and contribute to the plan a portion of current compensation in order to 
provide future retirement benefits. KU makes contributions to the plan by matching a portion of the employee 
contributions. The costs of this matching were $3 million in 2009 and 2008, and $2 miliion in 2007. 

KIJ also makes contributions to retirement income accounts within the thrift savings plans for certain employces not 
covered by noncontributory defined benefit pension plans. These employees consist mainly of those hired after 
December 31,200.5. The Company makes these contributions based on years of service and the employees’ wage and 
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salary levels, and it makes them in addition to the matching contributions discussed above. The amounts conti-ibuted by 
the Company under this arrangement equaled less than $1 million in 2009, 2008 and 2007. 

Note 6 - Income Taxes 

A IJnited States consolidated income tax return is filed by E.ON U.S.’s direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including K‘IJ, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2006 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2007 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Adjustments to these tax 
years were previously recorded in the financial statements. Tax years 2007 and 2008 were examined under an IRS 
pilot program named “Compliance Assurance Process” (“CAP”). This program accelerates the IRS’s review to 
begin during the year applicable to the return and ends 90 days after the return is filed. KU had no adjustments for 
the 2007 federal return. Areas remaining under examination for 2008 include bonus depreciation and the 
Company’s application for a change in repair deductions. No net material adverse impact is expected from these 
remaining areas. 

Additions and reductions of uncertain tax positions during 2009, 2008 and 2007 were less than $1 million. 
Possible amounts of uncertain tax positions for KIJ that may decrease within the next 12 months total less than 
$1 million and are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than 
$1 million of unrecognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax benefits was 
less than $1 million as of December 3 1,2009,2008 and 2007. The interest expense and interest accrued is based on 
IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the date of 
adoption, the Company accrued less than $1 million in interest expense on uncertain tax positions. KTJ records the 
interest as interest expense and penalties as operating expenses in the income statement and accrued expenses in the 
balance sheets, on a pre-tax basis. No penalties were accrued by the Company through December 31, 2009. 

Components of income tax expense are shown in the table below: 
2009 2008 2007 

(In millions) 
- - -  

Current -federal..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(5) $ 4 6  $28 
-state . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 10 13 

Deferred - federal - net . .  43 (10) (“5) 
- state - net . . . . . . . . . .  7 (3) (1) 

Investment tax credit - deferred. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21 25 43 
(1) Amortization of investment tax credit - - .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - -  

Total income tax expense . . . . . . . . . . .  . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  $67 $68 $77 - - -  
Deferred federal and state income tax expense increased in 2009, compared to 2008, due primarily to 

temporary differences related to storm costs and depreciation. The temporary differences also resulted in an 
offsetting decrease to current federal and state taxes in 2009. Current federal income tax expense increased in 2008, 
compared to 2007, and investment tax credit - deferred decreased primarily due to claiming $18 million less in 
investment tax credits in 2008. Current state income tax decreased due to coal credits claimed in 2008. Deferred 
federal income tax expense decreased in 2008 primarily due to adjusting prior year estimates to actual based on the 
filed tax return. 

In June 2006, KU and LG&E filed a joint application with the U.S. Department of Energy (“DOE’) requesting 
certification to be eligible for investment tax credits applicable to the construction of TC2. In November 2006, the 
DOE and the IRS announced that KU and LG&E were selected to receive the tax credit. A final IRS certification 
required to obtain the investment tax credit was received in August 2007. In September 2007, KU received an Order 
from the Kentucky Commission approving the accounting of the investment tax credit. KU’s portion of the TC2 tax 

F-3 1 



credit will be approximately $101 million over the construction period and will be amortized to income over the life 
of the related property beginning when the facility is placed in service. Based on eligible construction expenditures 
incurred, KU recorded investment tax credits of $21 million, $25 million and $43 million in 2009,2008 and 2007, 
respectively, decreasing current federal income taxes. The amount claimed through 2009 is all that KU is allowed to 
claim. KU has reached the maximum credit of $101 million. In addition, a full depreciation basis adjustment is 
required for the amount of the credit. The income tax expense impact from amortizing these credits will begin when 
the facility is placed in service. 

In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. During 2008 and 2009, the plaintiffs 
submitted amended complaints alleging additional claims for relief. In October 2009, the plaintiffs filed a motion 
for a preliminary injunction seeking temporary implementation of certain elements of the requested relief. The 
Company is not currently a party to this proceeding and is not able to predict the ultimate outcome of this matter. 

Components of net deferred tax liabilities included in the balance sheets are shown below: 

2009 2008 
(In millions) 
- -  

Deferred tax liabilities: 
Depreciation and other plant-related items. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory assets and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Deferred tax assets: 
Income taxes due to customers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pensions and related benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Lhbilities and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total deferred tax assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net deferred income tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Balance sheet classification 

Current assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Non-current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  

Net deferred income tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$303 $284 
69 40 

372 324 
_ _ _ . -  

- -  

4 6 
17 19 
18 22 

39 47 

$333 $277 

- -- 
- .- 
- -  - -  

336 279 ~- 
- $333 $277 - -  

The Company expects to have adequate levels of taxable income to realize its recorded deferred tax assets. 

A reconciliation of differences between the statutory U.S. federal income tax rate and KU’s effective income 
tax rate follows: 

Statutory federal income tax rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
State income taxes, net of federal benefit. . . . . . . . . . . . . . . . . . . . . . . . .  
Reduction of income tax reserve. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Qualified production activities deduction . . . . . . . . . . . . . . . . . . . . . . . . .  
Dividends received deduction related to EEI investment. . . . . . . . . . . . . .  
Reversal of excess deferred taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other differences . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Effective income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2009 - 
35.0% 

2.7 

(0.3) 
(1 .5) 

(0.9) 
- (1.5) 
33.5% 

__ 

- - 

2008 - 
35.0% 

2.6 
(0.2) 
( 1 . 1 )  
(4.2) 
(0.6) 
- (1.4) 
30.1 % - - 
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The effective income tax rate increased from 2008 to 2009 primarily due to a $15 million decrease in 2009 
dividends received from Electric Energy Inc., reducing the dividends received deduction. The effective income tax 
rate decreased from 2007 to 2008 primarily due to increased dividends from its investment in EEL 

Note 7 - Long-Term Debt 

of pollution control bonds and long-term loans from affiliated companies as summarized below. 
As of December 3 1,2009 and 2008, long-term debt and the current portion of long-term debt consist primarily 

Stated Principal 
Interest Rates __ Maturities Amounts 

(In millions) 

Outstanding at December 31, 2009: 
Noncurrent portion Variable - 7.035% 201 1-2037 $1,421 

. . . I Variable - 4.240% 2010-2034 $ 261 
Outstanding at December 31, 2008: 
Noncurient portion . . . . . ~ . . . . . . . . ~ . . . . . . . . $1,304 Variable - 7.035% 2010-2037 
Current portion . . . . . I  Variable 2023-2034 $ 228 

Long-term debt includes $228 million of pollution control bonds that are classified as current portion because 
these bonds are subject to tender for purchase at the option of the holder and to mandatory tender for purchase upon 
the occurrence of certain events. These bonds include Carroll County 2002 Series A and B, 2004 Series A, 2006 
Series B and 2008 Series A; Muhlenberg County 2002 Series A; and Mercer County 2000 Series A and 2002 
Series A. Maturity dates for these bonds range from 2023 to 2034. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007, was 0.61 %, 1.75% and 3.72%, respectively. 

Pollution control bonds are obligations issued in connection with tax-exempt pollution control revenue bonds 
issued by various governmental entities, principally counties in Kentucky. A loan agreement obligates the Company 
to make debt service payments to the county that equate to the debt service due from the county on the related 
pollution control revenue bonds. The loan agreement is an unsecured obligation of the Company. Proceeds from 
bond issuances for environmental equipment (primarily related to the installation of FGDs) were held in trust 
pending expenditure for qualifying assets. At December 3 1, 2009, K‘IJ had no bond proceeds in trust included in 
restricted cash on the balance sheet. At December 31,2008, the Company had $9 million of bond proceeds in trust 
included in restricted cash in the balance sheets. 

Several of the pollution control bonds are insured by monoline bond insuiers whose ratings have been reduced 
due to exposures relating to insurance of sub-prime mortgages. At December 31, 2009, the Company had an 
aggregate $35 1 million of outstanding pollution control indebtedness, of which $96 million is in the form of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. During 2008, interest rates increased, and the Company experienced “failed auctions” when there 
were insufficient bids for the bonds. When a failed auction occurs, the interest rate is set pursuant to a formula 
stipulated in the indenture. During 2009, 2008 and 2007, the average rate on the auction rate bonds was 0.44%, 
4.50% and 3.96%, respectively. The instruments governing these auction rate bonds permit K‘IJ to convert the bonds 
to other interest rate modes, such as various short-term variable rates, long-term fixed rates or intermediate-term 
fixed rates that are reset infrequently. In June 2009, S&P downgraded the credit rating of Ambac from “A” to 
“BBB”. As a result, S&P downgraded the rating on certain bonds in June 2009. The S&P rating of these bonds is 
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now based on the rating of the Company rather than the rating of Ambac since the Company’s rating is higher. The 
following table presents the bonds downgraded: 

Tax Exempt Bond Issues 

Bond Rating 
Moody’s S&P 

Principal 2ooy % 2009 2008 
(E in millions) 

Carroll County 2002 Series C .  . . . . . . . . . . . . . . . . . . . . . . . . .  $96 A2 A2 BBB+ A 
Carroll County 2007 Series A .  . . . . . . . . . . . . . . . . . . . . . . . . .  $18 A2 A2 BBB+ A 
Trimble County 2007 Series A . . . . . . . . . . . . . . . . . . . . . . . . .  $ 9  A2 A2 BBB+ A 

During 2008, KIJ converted several series of its pollution control bonds from the auction rate mode to a weekly 
interest rate mode, as permitted under the loan documents. In connection with these conversions, the Company 
purchased some of the bonds from the remarketing agent. The bonds that were repurchased from the remarketing 
agent in 2008 were either defeased or remarketed during 2008. 

As of December 31, 2009, KIJ had no remaining repurchased bonds. During 2008, KIJ refinanced and 
remarketed $63 million and refinanced $1 7 million of pollution control bonds that had been previously repurchased 
by the Company 

All of KU’s first mortgage bonds were released and terminated in February 2007. Under the provisions for 
certain of KIJ’s variable-rate pollution control bonds, the bonds are sub,ject to tender for purchase at the option of the 
holder and to mandatory tender for purchase upon the occurrence of certain events, causing the bonds to be 
classified as current portion of long-term debt in the balance sheets. The average annualized interest rate for these 
bonds during 2009, 2008 and 2007 was 0.6196, 1.75% and 3.7296, respectively. 

There were no redemptions or maturities of long-term debt for 2009. Redemptions and maturities of long-term 
debt for 2008 and 2007 are summarized below: 

Year Description Amount Rate Unsecured Maturity 

2008 Pollution control bonds . . . . . . . . . . . . . . . . . . . . . .  $13 Variable Secured 203.5 
2008 Pollution control bonds . . . . . . . . . . . . . . . . . . . . . .  $13 Variable Secured 2035 
2008 Pollution control b o n d s . .  . . . . . . . . . . . . . . . . . . . .  $17 Variable Secured 2036 
2008 Pollution control bonds . . . . . . . . . . . . . . . . . . . . . .  $17 Variable Secured 2036 
2007 Pollution control bonds . . . . . . . . . . . . . . . . . . . . . .  $54 Variable Secured 2024 
2007 First mortgage bonds.. . . . . . . . . . . . . . . . . . . . . . .  $54 7.92% Secured 2007 

Secured/ Principal 

(E in millions) 
- 
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Issuances of long-term debt for 2009, 2008 and 2007 are summarized below: 
Principal 

($ in millions) 
Year Description Amount . Rate - 

2009 Due to FideIia $ 50 4.445% 
2009 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ so 4.81% 
2009 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 50 5.28% 
2008 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  9; 75 7.035% 
2008 Pollution control bonds. . . . . . . . . . . . . . . . . . . . .  $ 78 Variable 
2008 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ so 6.16% 
2008 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 50 5.645% 
2008 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 75 5.85% 
2007 Pollution control bonds. . . . . . . . . . . . . . . . . . . . .  $ 54 Variable 
2007 Pollution control bonds . . . . . . . . . . . . . . . . . . . . .  $ 18 Variable 
2007 Pollution control bonds. . . . . . . . . . . . . . . . . . . . .  $ 9  Variable 
2007 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 53 5.69% 
2007 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 75 5.86% 
2007 Due to Fidelia . . .  . . . . . . . . . . . . . . . . . . . . .  $ 50 5.98% 
2007 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $100 5.96% 
2007 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 70 5.71% 
2007 Due to Fidelia . . . . . . . . . . . . . . . . . . . . . .  . .  $100 5.45% 

Securedl 
Unsecured 

[Jnsecured 
IJnsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
Unsecured 
IJnsecured 
‘IJnsecured 
Unsecured 
IJnsecured 
Unsecured 
Unsecured 
Unsecured 
IJnsecured 
IJnsecured 
IJnsecured 

Maturity 

201 9 
2019 
2017 
2018 
20.32 
2018 
2018 
2023 
20.34 
2026 
2037 
2022 
2037 
201 7 
2028 
2019 
2014 

In February 2007, K‘IJ completed a series of financial transactions impacting its periodic reporting require- 
ments. The $54 million Pollution Control Series 10 bond was refinanced and replaced with a new unsecured tax- 
exempt bond of the same amount maturing in 2034. The $53 million Series P bond was defeased and replaced with 
an intercompany loan totaling $53 million from Fidelia. In conjunction with the defeasance, the Company 
terminated the related interest rate swap. Fidelia also agreed to eliminate the second lien on its two secured 
loans. Pursuant to the terms of the remaining tax-exempt bonds, the first mortgage bonds were cancelled and the 
underlying lien on substantially all of KU’s assets was released following the completion of these steps. KU no 
longer has any secured debt and is no longer subject lo periodic reporting under the Securities Exchange Act of 
1934. 

In October 2008, the Company issued Carroll County 2008 Series A tax exempt bonds in the amount of 
$78 million. The new bonds mature on February 1, 2032, and bear interest at a variable rate. The new bonds 
refinance four existing bonds (Carroll County 2005 Series A and B - $13 million each and the Carroll County 
2006 Series A and C - $17 million each), and include $18 million of new funding. The proceeds were held in 
escrow pending incurrence of qualifying expenditures, but have now been used. 

In December 2008, K‘IJ converted the interest rate mode of the Carroll County 2006 Series B to a weekly mode 
from an auction mode. The bonds along with the Carroll County 2004 Series A, the Mercer County 2000 Series A, 
and the Carroll County 2008 Series A, were issued with the enhancement of a letter of credit. The bonds have been 
reclassified as current portion of long-term debt because investors can put the bonds back to the Company on a 
weekly basis. 

As of December 31, 2009, $1,331 million of unsecured notes payable was outstanding to the Company’s 
affiliate, Fidelia, with interest rates ranging from 4.24% to 7.04% and maturities ranging from 2010 to 2037. 
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L,ong-term debt maturities for KTJ are shown in the following table: 

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 33 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  175 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  100 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,324(a) 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,682 

(In millions) 

__ 

-- 

(a) Includes long-term debt of $228 million classified as current liabilities because these bonds are subject to 
tender for purchase at the option of the holder and to mandatory tender for purchase upon the occurrence of 
certain events. Maturity dates for these bonds range from 2023 to 2034. 

Note 8 - Notes Payable and Other Short-Term Obligations 

KU participates in an intercompany money pool agreement wherein E.ON U S .  and/or LG&E make funds 
available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 million. Details of 
the balances are as follows: 

Total Money Amount Balance Average 
Pool Available Outstanding Available Interest Rate 

($ in millions) 

December 31, 2009 . . . .  $4.5 $3.5.5 0.20% 
December 31, 2008 . . . . . . .  $400 $16 $384 1.49% 

E.ON U.S. maintains re 313 million at December 31, 2009 and 2008, to 
ensure funding availability for the money pool. At December 31,2009 and 2008, one facility, totaling $150 million, 
is with E.ON North America, Inc., while the remaining line, totaling $163 million, is with Fidelia; both are affiliated 
companies. The balances are as follows: 

Total Amount Balance Average 
Available Outstanding Available Interest Rate 

($ in millions) 

December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . .  $313 $276 $37 1.25% 
December 3 1, 2008 . . . .  . $313 $299 $14 2.05% 

As of December 31, 2009, the Company maintained a bilateral line of credit, with an unaffiliated financial 
institution, totaling $3.5 million which matures in June 2012. At December 31, 2009, there was no balance 
outstanding under this facility. 

The covenants under this revolving line of credit include the following: 

0 The debthotal capitalization ratio must be less than 70% 

E.ON must own at least 66.667% of voting stock of KU directly or indirectly 

* The corporate credit rating of the Company must be at or above BBB- and Baa3 as determined by S&P and 

* A limitation on disposing of assets aggregating more than 1.5% of total assets as of December 31, 2006 

K'IJ was in compliance with these covenants at December 31, 2009. 

In October 2008, KU closed on a $78 million bilateral line of credit which had a 364 day maturity. This facility 
was terminated in December 2008 and replaced by four new letter of credit facilities to allow issuance of letters of 
credit totaling $1 98 million to support tax-exempt bonds totaling $195 million of the $228 million of bonds that can 
be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, the letter 
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of credit would fund the investor’s payment. The expiration date for the letters of credit has been extended to 
December 2010. The reimbursement agreements are identical and contain the following covenants: 

0 E.ON must own 75% of voting stock of KIJ directly or indirectly 

* A limitation on disposing of assets aggregating more than 20% of total assets as of most recent quarter-end. 

At December 31, 2009, KIJ had no remaining capacity for letters of credit under these facilities and was in 
compliance with these covenants. 

Note 9 - Commitments and Contingencies 

Operating Lmses.  KIJ leases office space, office equipment, plant equipment, real estate, railcars, tele- 
communications and vehicles and accounts for these leases as operating leases. In addition, KIJ reimburses LG&E 
for a portion of the lease expcnse paid by LG&E for KU’s usage of office space leased by LG&E. Total lease 
expense was $10 million, $9 million and $6 million for 2009, 2008 and 2007, respectively. The future minimum 
annual lease payments for operating leases for years subsequent to December 3 1,2009, are shown in the following 
table: 

(In millions) 

2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 Thereafter - 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $29 - - Total . . , . . 

Oiverisboro Coritract L,iiigatiori. In May 2004, the City of Owensboro, Kentucky and OMU commenced a 
suit which was removed to the 1J.S. District Court for the Western District of Kentucky, against KIJ concerning a 
long-term power supply contract (the “OMIJ Agreement”) with KU. The dispute involved interpretational 
differences regarding issues under the OMIJ Agreement, including various payments or charges between KU 
and OMIJ and rights concerning excess power, termination and emissions allowances. In July 200.5, the court issued 
a summary judgment ruling upholding OMIJ’s contractual right to terminate the OMU agreement in May 2010. 

In September and October 2008, the court granted rulings on a number of summary judgment petitions in the 
Company’s favor. The summary judgment rulings resulted in the dismissal of all of OMIJ’s remaining claims 
against the Company. The trial on KIJ’s counterclaim occurred during October and November 2008. During 
February 2009, the court issued orders on the matters covered at trial, including (i) awarding the Company an 
aggregate $9 million relating to the cost of NOx allowances charged by OMU to KU and the price of back-up power 
purchased by OMU from KU, plus pre- and post-judgment interest, and (ii) denying the Company’s claim for 
damages based upon sub-par operations and availability of the OMU units. In April 2009, the court issued a ruling 
on various post-trial motions denying certain challenges to calculation elements of the $9 million award or of 
interest amounts associated therewith. In May 2009, KIJ and OMU executed a settlement agreement resolving the 
matter on a basis consistent with the court’s prior rulings and the Company has received the agreed settlement 
amounts. 

Sale arid Leaseback Trarisactior~ The Company is a participant in a sale and leaseback transaction involving 
its 62% interest in two jointly owned CTs at KU’s E.W. Brown generating station (IJnits 6 and 7). Commencing in 
December 1999, KIJ and L,G&E entered into a tax-efficient, 18-year lease of the CTs. KIJ and LG&E have provided 
funds to fully defease the lease, and have exccuted an irrevocable notice to exercise an early purchase option 
contained in the lease after 15.5 years. The financial statement treatment of this transaction is no different than if 
KU had retained its ownership. The leasing transaction was entered into following receipt of required state and 
federal regulatory approvals. 
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In case of default under the lease, the Company is obligated to pay to the lessor its share of certain fees or 
amounts. Primary events of default include loss or destruction of the CTs, failure to insure or maintain the CTs and 
unwinding of the transaction due to governmental actions. No events of default currently exist with respect to the 
lease. IJpon any termination of the lease, whether by default or expiration of its term, title to the CTs reverts jointly 
to KU and LG&E. 

At December 31,2009, the maximum aggregate amount of default fees or amounts was $8 million, of which 
KIJ would be responsible for 62% (approximately $5 million). The Company has made ai-rangements with E.ON 
IJ.S., via guarantee and regulatory commitment, for E.ON U.S. to pay its full portion of any default fees or amounts. 

KU has provided letters of credit totaling $198 million supporting bonds of $195 million and L.etterofCredit. 
a letter of credit totaling less than $1 million to support certain obligations related to workers’ compensation. 

Power Purchases. The Company has power purchase arrangements with OMIJ and OVEC. Under the OMU 
agreement, which will be terminated by OMU in May 2010, KTJ purchases all of the output of an approximately 
400-Mw coal-fired generating station not required by OMU. The amount of power purchases available to the 
Company during 2010, which is expected to be approximately 5% of KU’s total Kwh native Ioad energy 
requirements, is dependent upon a number of factors including the OMU units’ availability, maintenance schedules, 
fuel costs and OMU requirements. Payments are based on the total costs of the station allocated per terms of the 
OMU agreement. Included in the total costs is KU’s proportionate share of debt service requirements on 
$207 million of OMU bonds outstanding at December 31, 2009. The debt service is allocated to KU based on 
its annual allocated share of capacity, which averaged approximately 44% in 2009. KIJ does not guarantee the OMU 
bonds, or any requirements therein, in the event of default by OMU. 

KIJ has a contract for power purchases with OVEC, terminating in 2026, for various Mw capacities. KU has an 
investment of 2.5% ownership in OVEC’s common stock, which is accounted for on the cost method of accounting. 
The Company’s share of OVEC’s output is 2.5%, approximately 55 Mw of generation capacity. Future obligations 
for power purchases are shown in the following table: 

(In millions) 

2010 . . . . . . . . . . . . .  . . . . . . .  $ 1 6  
. . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 
2013 . . . . . . . . . . . . . . . . . .  . . . . . . . . .  1 1  
2014 . . . . . . . . . . .  . . . . . . . . . . . . .  12 

. . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  177 

. . . . . . . . . . . . . . . . . . . .  $236 
- 
- - 

Coal and Gas Pin-clime Obligatioiis, KU has contracts to purchase coal and natural gas transportation. 
Future obligations are shown in the following table: 

(In millions) 

2010 . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  $ 3 9 1  
2011 . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  307 
2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  145 
2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  88 
2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  92 
Thereafter --(a) . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,023 

(a) Obligations after 2014 are indexed to future market prices and are not included above since prices will be set in 
the future using the contracted methodology. 
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Coristructiori PI-OgrQr??. KIJ had $62 million of commitments in connection with its construction program at 
December 3 1, 2009. 

In June 2006, KTJ and LG&E entered into a construction contract regarding the TC2 prqject. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. The contract also contains standard 
representations, covenants, indemnities, termination and other provisions for arrangements of this type, including 
tennination for convenience or for cause rights. In March 2009, the parties completed an agreement resolving 
certain construction cost increases due to higher labor and per diem costs above an established baseline, and certain 
safety and compliance costs resulting from a change in law. The Company’s share of additional costs from inception 
of the contract through the expected project completion in 2010 is estimated to be approximately $30 million. 
During the past and to date in 2010, KU and LG&E have received a number of contractual notices from the TC2 
construction contractor asserting force majeurekxcusable event claims for adjustments to either or both of contract 
price or construction schedule with respect to certain events which, if granted, may affect such contractual terms in 
addition to a possible extension of the commercial operations date, liquidated damages or other relevant provisions. 
The parties are continuing to discuss such matters in good faith and to resolve them in a commercially reasonable 
manner. The Company cannot currently estimate the ultimate outcome of these matters, including the extent, if any, 
that i t  results in increased costs charged for construction of TC2 and/or relief relating to the construction completion 
or operations dates. 

TCZ Air Permit. The Sierra Club and other environmental groups filed a petition challenging the air permit 
issued for the TC2 baseload generating unit which was issued by the Kentucky Division for Air Quality (“KDAQ’) 
in November 2005. In September 2007, the Secretary of the Kentucky Environmental and Public Protection Cabinet 
issued a final Order upholding the permit. The environmental groups petitioned the EPA to object to the state permit 
and subsequent permit revisions. In determinations made in September 2008 and June 2009, the EPA rejected most 
of the environmental groups’ claims, but identified three permit deficiencies which the KDAQ addressed by 
revising the permit. In August 2009, the EPA issued an order denying the remaining claims with the exception of 
two additional deficiencies which the KDAQ was directed to address. The EPA determined that the proposed permit 
subsequently issued by the KDAQ satisfied the conditions of the EPA Order, although the agency recommended 
certain enhancements to the administrative record. In January 2010, the KDAQ issued a final permit revision 
incorporating the proposed changes to address the two EPA objections. In March 2010, the Sierra Club submitted a 
petition to the EPA to object to the permit revision, which petition is now pending before the EPA. The Company 
believes that the final permit as revised should not have a material adverse effect on its financial condition or results 
of operations. However, until the right to challenge the final permit expires, the Company cannot predict the final 
outcome of this matter. 

T/zerrno~taf Replacemerit. During January 201 0, KIJ and LG&E announced a voluntary plan to replace 
certain thermostats which had been provided to customers as part of the Companies’ demand reduction programs, 
due to concerns that the theirnostats may present a safety hazard. TJnder the plan, the Companies anticipate 
replacing up to approximately 14,000 thermostats. Estimated costs associated with the replacement program may 
be $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement program or 
other effects or developments which may be associated with the thermostat replacement matter at this time. 

Reserve Slzaririg Developineiits. The membership of KU and LG&E in the Midwest Contingency Reserve 
Sharing Group terminated on December 31, 2009. In December 2009, the Companies entered into arrangements 
with Tennessee Valley Authority and East Kentucky Power Cooperative to form a new reserve sharing group, the 
TEE Contingency Reserve Sharing Group. Contingency reserves, including spinning reserves and supplemental 
reserves, relate to power or capacity requirements that the Companies must have available for certain reliability 
purposes. In general, the operational and financial impact of reserve shaiing arrangements varies based upon factors 
such as the teims of the agreement, the relative generating and operations conduct of the parties and relevant market 
prices. While the Companies do not anticipate the revised reserve sharing developments will have a material 
adverse effect on their prospective operations or financial condition, such outcome cannot be guaranteed. 
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Mirie Safety Corvpliarice Costs. In March 2006, the Mine Safety and Health Administration enacted 
Emergency Temporary Standards regulations and has issued additional regulations as the result of the passage 
of the Mine Improvement and New Emergency Response Act of 2006, which was signed into law in June 2006. At 
the state level, Kentucky and other states that supply coal to KU, have passed new mine safety legislation. These 
pieces of legislation require all underground coal mines to implement new safety measures and install new safety 
equipment. Under the terms of the majority of the long-term coal contracts the Company has in place, provisions are 
made to allow for price adjustments for compliance costs resulting from new or amended laws or regulations. KTJ’s 
coal suppliers regularly submit price adjustments related to these compliance costs. The Company employs an 
external consultant to review all relevant mine safety compliance cost claims for validity and reasonableness. 
Depending upon the terms of the contracts and commercial practice, the Company may delay payment of the 
adjustments or pay certain acljustments subject to refund. At appropriate times in  the review, payment or refund 
processes, KU may make adjustments to the values or amounts or values of inventory, accounts receivable or 
accounts payable relating to coal matters. In general, the Company expects to recover these coal-related cost 
adjustments through the FAC. 

Ernuhrzrnerzfnl Mnffers. The Company’s operations are sub,ject to a number of environmental laws and 
regulations in each of the jurisdictions in which it operates, governing, among other things, air emissions, 
wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater 
contamination and employee health and safety. 

Clem Air Act Reqiiirmerifs. The Clean Air Act establishes a comprehensive set of programs aimed at 
protecting and improving air quality in the TJnited States by, among other things, controlling stationary sources of 
air emissions such as power plants. While the general regulatory framework for these programs is established at the 
federal level, most of the programs are implemented and administered by the states under the oversight of the EPA. 
The key Clean Air Act programs relevant to KU’s business operations are described below. 

Arnbierzt Air Qiinlity. The Clean Air Act requires the EPA to periodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as National Ambient Air Quality 
Standards (“NAAQS”). Each state must identify “nonattainment areas” within its boundaries that Fail to comply 
with the NAAQS and develop a SIP to bring such nonattainment areas into compliance. If a state fails to develop an 
adequate plan, the EPA must develop and implement a plan. As the EPA increases the stringency of the NAAQS 
through its periodic reviews, the attainment status of various areas may change, thereby triggering additional 
emission reduction obligations under revised SIPs aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in 
SOz and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule requiring 
reductions in NOx emissions of approximately 8.5% from 1990 levels in order to mitigate ozone transport from the 
midwestern U S .  to the northeastern U.S. To implement the new federal requirements, Kentucky amended its SIP in 
2002 to require electric generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a 
company-wide basis. In 2005, the EPA issued the C A R  which required additional SOz emission reductions of 70% 
and NOx emission reductions of 65% from 2003 levels. The CAIR provided for a two-phase cap and lrade program, 
with initial reductions of NOx and SO2 emissions due by 2009 and 2010, respectively, and final reductions due by 
201.5. In 2006, Kentucky proposed to amend its SIP to adopt state requirements similar to those under the federal 
CAIR. Depending on the level of action determined necessary to bring local nonattainment areas into compliance 
with the new ozone and fine particulate standards, KIJ’s power plants are potentially subject to additional reductions 
in SOz and NOx emissions. In January 2010, EPA issued a proposed rule to reconsider the NAAQS for Ozone, 
previously revised in 2008. The proposaI would institute more stringent standards. At present, the Company is 
unable to determine what, if any, additional requirements may be imposed to achieve compliance with the new 
ozone standard. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation, but 
leaving the CAIR in place in the interim. Depending upon the course of such matters, the CAIR could be superseded 
by new or revised NOx or SOzregulations with different or more stringent requirements and SIPs which incorporate 
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CAIR requirements could be subject to revision. KIJ is also reviewing aspects of its compliance plan relating to the 
CAIR, including scheduled or contracted pollution control construction programs. Finally, as discussed below, the 
remand of the CAIR results in some uncertainty with respect to certain other EPA or state programs and proceedings 
and the Companies’ compliance plans relating thereto, due to the interconnection of the CAIR with such associated 
programs. At present, KIJ is not able to predict the outcomes of the legal and regulatory proceedings related to the 
C A R  and whether such outcomes could have a material effect on the Company’s financial or operational 
conditions. 

HrrznrdoiiJ Air Pollirtrrrits. As provided in the Clean Air Act, as amended, the EPA investigated hazardous air 
pollutant emissions from electric utilities and submitted a report to Congress identifying mercury emissions from 
coal-fired power plants as warranting further study. In 2005, the EPA issued the Clean Air Mercury Rule (“CAMR’) 
establishing mercury standards for new power plants and requiring all states to issue new SIPs including mercury 
requirements for existing power plants. The EPA issued a model rule which provides for a two-phase cap and trade 
program with initial reductions due by 2010 and final reductions due by 2018. The CAMR provided for reductions 
of 70% from 2003 levels. The EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 
mercury reduction targets would be achieved as a “co-benefit” of the controls installed for purposes of compliance 
with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has announced that 
it intends to promulgate a new rule to replace the CAMR. Depending on the final outcome of the rulemaking, the 
CAMR could be replaced by new mercury reduction rules with different or more stringent requirements. Kentucky 
has also repealed its corresponding state mercury regulations. At present, KU is not able to predict the outcomes of 
the legal and regulatory proceedings related to the CAMR and whether such outcomes could have a material effect 
on the Company’s financial or operational conditions. 

Acid Rairi Progmrn. The Clean Air Act, as amended, imposed a two-phased cap and trade program to reduce 
SOz emissions from power plants that were thought to contribute to “acid rain” conditions in the northeastern 
U.S. The Clean Air Act, as amended, also contains requirements for power plants to reduce NOx emissions through 
the use of available combustion controls. 

Regioiznl Hme. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national parks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule (“CAVR’) detailing how the Clean Air Act’s Best Available Retrofit Technology 
(“BART”) requirements will be applied to facilities, including power plants, built between 1962 and 1974 that emit 
certain levels of visibility impairing pollutants. IJnder the final rule, as the CAIR provided for more visibility 
improvement than BART, states are allowed to substitute CAIR requirements in their regional haze SIPs in lieu of 
controls that would otherwise be required by BART. The final rule has been challenged in the courts. Additionally, 
because the regional haze SIPs incoiporate certain CAIR requirements, the remand of CAIR could potentially 
impact regional haze SIPs. See “Ambient Air Quality” above for a discussion of CAR-related uncertainties. 

lri~tnllntiori of Polliitiori Controls. Many of the programs under the Clean Air Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on every generating unit. Under cap and 
trade programs, companies are free to focus their pollution control efforts on plants where such controls are 
particularly efficient and utilize the resulting emission allowances for smaller plants where such controls are not 
cost effective. KIJ met its Phase I SO2 requirements primaiily through installation of FGD equipment on Ghent Unit 
1. KIJ’s strategy for its Phase II SO2 requirements, which commenced in 2000, includes the installation of additional 
FGD equipment, as well as using accumulated emission allowances and fuel switching to defer certain additional 
capital expenditures. In order to achieve the NOx emission reductions and associated obligations, KU installed 
additional NOx controls, including SCR technology, during the 2000 through 2009 time period at a cost of 
$221 million. In 2001, the Kentucky Commission granted approval to recover the costs incurred by KIJ for these 
projects through the environmental surcharge mechanism. Such monthly recovery is subject to periodic review by 
the Kentucky Commission. 
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In order to achieve mandated emissions reductions, KU expects to incur additional capital expenditures 
totaling approximately $320 million during the 201 0 through 201 2 time period for pollution controls including FGD 
and SCR equipment, and additional operating and maintenance costs in operating such controls. In 2005, the 
Kentucky Commission granted approval to recover the costs incurred by the Company for these projects through the 
ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. KTJ believes 
its costs in reducing SOz, NOx and mercury emissions to be comparable to those of similarly situated utilities with 
like generation assets. KU’s compliance plans are subject to many factors including developments in the emission 
allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and advances in clean 
air technology. KU will continue to monitor these developments to ensure that its environmental obligations are met 
in the most efficient and cost-effective manner. See “Ambient Air Quality” above for a discussion of CAIR-related 
uncertainties. 

GHG Developrnerits. In 200.5, the Kyoto Protocol for reducing GHG emissions took effect, obligating 
37 industrialized countries to undertake substantial reductions in GHG emissions. The 1J.S. has not ratified the 
Kyoto Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. As 
discussed below, legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GHG emission reduction programs. Such programs have been adopted in various states including 
11 northeastern 1J.S. states and the District ofColumbia under the Regional GHG Initiative program and California. 
Substantial efforts to pass federal GHG legislation are on-going. The current administration has announced its 
support for the adoption of mandatory GHG reduction requirements at the federal level. The United States and other 
countries met in Copenhagen, Denmark in December 2009, in an effort to negotiate a GHG reduction treaty to 
succeed the Kyoto Protocol, which is set to expire in 2013. At Copenhagen, the U S .  made a nonbinding 
commitment to, among other things, seek to reduce GHG emissions to 17% below 200.5 levels by 2020 and 
provide financial support to developing countries. The IJnited States and other nations are scheduled to meet in 
Cancun, Mexico in late 2010 to continue negotiations toward a binding agreement. 

GHG L,egislatiori. KU is monitoring on-going efforts to enact GHG reduction requirements and require- 
ments governing carbon sequestration at the state and federal level and is assessing potential impacts of such 
programs and strategies to mitigate those impacts. In June 2009, the 1J.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, (H.R. 24.54), which is a comprehensive energy bill containing the 
first-ever nation-wide GHG cap and trade program. If enacted into law, the bill would provide for reductions in 
GHG emissions of3% below 200.5 levels by 2012, 17% by 2020, and 83% by 2050. In order to cushion potential rate 
impacts for utility customers, approximately 43% of emissions allowances would initially be allocated at no cost to 
the electric utility sector, with this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would 
also establish a renewable electricity standard requiring utilities to meet 20% of their electricity demand through 
renewable energy and energy efficiency by 2020. The bill contains additional provisions regarding carbon capture 
and sequestration, clean transportation, smart grid advancement, nuclear and advanced technologies and energy 
efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act (S. 1733), which is largely patterned on 
the House legislation, was introduced in the U S .  Senate. The Senate biII raises the emissions reduction target for 
2020 to 20% below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked 
detailed provisions for the allocation of emissions allowances, a subsequent revision has incorporated allowance 
allocation provisions similar to the House bill. The Company is closely monitoring the progress of the legislation, 
although the prospect for passage of comprehensive GHG legislation in 2010 is uncertain. 

GHG Regdntioris. In April 2007, the U S .  Supreme Court ruled that the EPA has the authority to regulate 
GHG under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that 
GHGs endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final 
endangerment finding was issued in December 2009. In September 2009, the EPA issued a final GHG reporting rule 
requiring reporting by facilities with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A 
number of the Company’s facilities will be required to submit annual reports commencing with calendar year 2010. 
Also in September 2009, the EPA proposed to require new or modified sources with GHG emissions equivalent to at 
least 10,000 to 25,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration 
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Program. Such new or modified facilities would be requiied to install Best Available Control Technology. While the 
Company is unaware of any cunently available GHG control technology that might be required for installation on 
new or modified power plants, it is currently assessing the potential impact of the proposed rule. A final rule is 
expected in 2010. 

The Company is unable to predict whether mandatory GHG reduction requirements will ultimately be enacted 
through legislation or iegulations. As a company with significant coal-fired generating assets, KU could be 
substantially impacted by programs requiring mandatory reductions in GHG emissions, although the precise impact 
on its operations, including the reduction targets and deadlines that would be applicable, cannot be determined prior 
to the enactment of such programs. While the Company believes that many costs of complying with mandatory 
GHG reduction requirements or purchasing emission allowances to meet applicable requirements would likely be 
recoverable, in whole or in part under the ECR, where such costs are related to the Company’s coal-fired generating 
assets, or other potential cost-recovery mechanisms, this cannot be assured. 

GHG Litigutiori. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various companies with GHG emitting fac es. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. However, in March 2010, the court vacated the opinion of the three-judge panel 
and granted a motion for rehearing. The Comer complaint alleges that GHG emissions from the defendants’ 

es contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the parent of K‘IJ 
and LG&E was included as a defendant in the complaint, but has not been subject to the proceedings due to the 
failure of the plaintiffs to pursue service under the applicable international procedures. KU and LG&E are currently 
unable to predict further developments in the Comer case. KU and LG&E continue to monitor relevant GHG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

Bro+vt7 New Soirrce Review Litigutiorz. In April 2006, the EPA issued an NOV alleging that KU had violated 
certain provisions of the Clean Air Act’s new source review rules relating to work performed in 1997, on a boiler and 
turbine at KU’s E.W. Brown generating station. In December 2006, the EPA issued a second NOV alleging the 
Company had exceeded heat input values in violation of the air permit for the unit. In March 2007, the Department 
of Justice filed a complaint in federal court in Kentucky alleging the same violations specified in the prior NOVs. 
The complaint sought civil penalties, including potential per-day fines, remedial measures and injunctive relief. In 
December 2008, the Company reached a tentative settlement with the government resolving all outstanding claims. 
The proposed consent decree, which was approved by the court in March 2009, provides for payment of a $1 million 
civil penalty; funding of $3 million in environinental mitigation projects; surrender of 53,000 excess SO2 
allowances; surrender of excess NOx allowances estimated at 650 allowances annually for eight yeais; installation 
of an FGD by December 31,2010; installation of an SCR by December 31, 2012; and compliance with specified 
emission limits and operational restrictions. 

Sectiori 114 Requests. In August 2007, the EPA issued administrative information requests under Section 114 
of the Clean Air Act requesting new source review-related data regarding certain projects undertaken at LG&E’s 
Mill Creek 4 and TCI generating units and KU’s Ghent 2 generating unit. KIJ and LG&E have complied with the 
information requests and are not able to predict further proceedings in this matter at this time. 

Glzeuf Opacity NOK In September 2007, the EPA issued an NOV alleging that K U  had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and July of 2007 at [Jnits 1 and 3 of 
KU’s Ghent generating station. The parties have met on this matter and KU has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties or remedial measures may result. 

Gher71 New Source Review NOK In March 2009, the EPA issued an NOV alleging that KU violated certain 
provisions of the Clean Air Act’s rules governing new source review and prevention of significant deterioration by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KIJ contends that the work in question, as pollution control prqjects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information request seeking 
additional information on this matter. The Company is currently unable to determine the final outcome of this 
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matte1 or the impact of an unfavoiable determination upon the Company’s financial position or iesults of 
opera tion s I 

The EPA has undertaken various initiatives 
in response to the December 2008 impoundment failure at the Tennessee Valley Authoiity’s Kingston power plant, 
which resulted in a majoi release of coal combustion byproducts into the environment. The EPA issued information 
iequests to utilities throughout the country, including KU, to obtain information on their ash ponds and other 
impoundments. In addition, the EPA inspected a large number of impoundments located at power plants to 
determine their structural integrity. The inspections included several of the Company’s impoundments, which the 
EPA found to be in satisfactory condition. The Company is awaiting final inspection reports for additional 
impoundments. The EPA and other agencies are currently considering the need to ievise applicable standards 
governing the structural integrity of ash ponds and other impoundments. In addition, the EPA has announced that it 
is re-evaluating current regulatory requirements applicable to coal combustion byproducts and anticipates pro- 
posing new rules by early 2010. The EPA is considering a wide range of regulatory options including subjecting ash 
ponds and landfills handling coal combustion byproducts to regulation under the hazardous waste program. Finally, 
the EPA has announced plans to develop revised effluent limitations guidelines and standards governing discharges 
from power plants. The Company is monitoring these ongoing regulatory developments, but will be unable to 
determine the impact until such time as new rules are finalized. 

Ash Poiids., Coal-Cornbirstion Byproducts arid Water DiscliargeJ. 

General Eiiviro/irneritnl Proceedirigs. From time to time, K‘IJ appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable envi- 
ronmental laws and regulations. Such matteis include a completed settlement with state regulators regarding 
paiticulate limits in the air peimit for KU’s Tyrone generating station, remediation activities for, or other risks 
relating to elevated Polychlorinated Biphenyl (“PCB”) levels at existing properties, and liability under the 
Comprehensive Enviioninental Response, Compensation and Liability Act for cleanup at various off-site waste 
sites. Based on analysis to date, the resolution of these matters is not expected to have a material impact on the 
Company’s operations. 

Note 10 - Jointly Owned Electric Utility Plant 

KU and L.G&E are nearing completion of TC2, ajointly owned unit at the Trimble County site. KIJ and LG&E 
own undivided 60.75% and 14.25% interests, respectively, in TC2. Of the remaining 25% of TC2, IMEA owns a 
12.12% undivided interest and IMPA owns a 12.88% undivided interest. Each company is responsible for its 
proportionate share of capital cost during construction, and fuel, operation and maintenance cost when TC2 begins 
operation, which is scheduled to occur in 2010. In December 2009 and June 2008, LG&E sold assets to KU related 
to the construction of TC2 with a net book value of $48 million and $10 million, respectively. 

The following data represent shares of the jointly owned property (capacity based on nameplate rating): 
mr.* 
1 L L  

LG&E KU IMPA IMEA Total - - - - -  
Ownership interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14.25% 60.75% 12.88% 12.12% 100% 
Mw capacity.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  119 509 IO8 102 838 
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(In millions) 

$121 
679 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  63 

Net bookvalue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $737 

LG&E’s 14.25% ownership: 
Plant held for future use. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 5 
Construction work in progress. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I69 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 Accumulated depreciation, ___. 

Net book value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $172 

KU’s 60.75% ownership: 
Plant held for future use, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Construction work in progress. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated depreciation. -- 

- - 

- - 
KU and LG&E 

capability): 
jointly own the following CTs and 

KU 

Ownership Percentage 

(E) 
($4 Net 

Mw ($) Depre- Book 
Capacity Cost ciation Value ---- 

related equipment (capacity based on net summer 

LG&E Total. 
(f) (E) 

($9 Net ($) Net 
Mw ($) Depre- Book Mw (E) pep?,- Book 

Capacity Cost ciation Value Capacity Cost ciation Value 
-_______.- - - - -  

($ in millions) 

KU47%,LG&E53%(a) .  . . . .  129 54 (13) 41 146 59 (15) 44 275 113 (28) 85 
KU62%,LG&E38%(b) .  . . . .  190 79 (15) 64 118 46 (7) 39 308 125 (22) 103 
KU71%,LG&E29%(c)  . . . . .  228 82 (21) 61 92 33 (8) 25 320 115 (29) 86 
KU63%,LG&E37%(cl).  . . . .  404 140 (25) 115 236 82 (16) 66 640 222 (41) 181 
KIJ 71%, LG&E 29%(e) , . I . . n/a 9 (2) 7 n/a 3 (1) 2 n/a 12 (3) 9 

(a) Comprised of Paddy’s Run 13 and E.W. Brown 5. In addition to the above jointly owned utility plant, there is an 
inlet air cooling system attributable to unit 5 and units 8-1 1 at the E.W. Brown facility. This inlet air cooling 
system is notjointly owned, however, it is used to increase production on the units to which it relates, resulting 
in an additional 88 Mw of capacity for KU. 

(b) Comprised of units 6 and 7 at the E.W. Brown facility. 
(c) Comprised of units 5 and 6 at the Trimble County facility. 

(d) Comprised of CT Substation 7-10 arid units 7, 8, 9 and 10 at the Trimble County facility. 
(e)  Comprised of CT Substation 5 and 6 and CT Pipeline at the Trimble County facility. 

Both KU’s and LG&E’s participating share of direct expenses of the jointly owned plants is included in the 
corresponding operating expenses on each company’s respective income statement (e.g., fuel, maintenance of plant, 
other operating expense). 

Note 11 - Related Party Transactions 

KU, subsidiaries of E.ON U S .  and subsidiaries of E.ON engage in related party transactions. These 
transactions are generally performed at cost and are in accordance with the FERC regulations under PUHCA 
2005 and the applicable Kentucky Commission and Virginia Commission regulations. The significant related party 
transactions are disclosed below. 

Electric Purchases 

KU and LG&E purchase energy from each other in order to effectively manage the load of their retail and 
wholesale customers. These sales and purchases are included in the statements of income as operating revenues and 
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purchased power operating expense. KU intercompany electric revenues and purchased power expense for the years 
ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

- - -  
Electric operating revenues from LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 21 $ 80 $46 
Power purchased from L,G&E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  101 109 93 

Interest Charges 

See Note 8, Notes Payable and Other Short-Term Obligations, for details of intercompany borrowing 
arrangements. Intercompany agreements do not require interest payments for receivables related to services 
provided when settled within 30 days. 

KU's intercompany interest income and expense for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

- - -  
Interest on money pool loans . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $- $ 2 $ 6 
Interest on Fidelia loans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  69 56 35 

Other Intercompany Billings 

E.ON U.S. Services provides KU with a variety of centralized administrative, management and support 
services. These charges include payroll taxes paid by E.ON U.S. Services on behalf of KTJ, labor and burdens of 
E.ON US. Services employees performing services for KU, coal purchases and other vouchers paid by E.ON 
U.S. Services on behalf of KU. The cost of these services is directly charged to KTJ, or for general costs which 
cannot be directly attributed, charged based on predetermined allocation factors, including the following ratios: 
number of customers, total assets, revenues, number of employees and other statistical information. These costs are 
charged on an actual cost basis. 

In addition, KU and LG&E provide services to each other and to E.ON 1J.S. Services. Billings between KU and 
LG&E relate to labor and overheads associated with union employees performing work for the other utility, charges 
reIated to jointly-owned generating units and other miscellaneous charges. Billings from KU to E.ON U.S. Services 
include cash received by E.ON U.S. Services on behalf of KU, primarily tax settlements, and other payments made 
by KU on behalf of other non-regulated businesses which are reimbursed through E.ON US.  Services. 

Intercompany billings to and from KU for the years ended December 31, were as follows: 

2009 2008 2007 
(In millions) 

- - -  

E.ON 1J.S. Services billings to KIJ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $169 $227 $488 
LG&E billings to K'IJ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  44 5 12 
KIJ billings to E.ON 1J.S. Services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 3 26 
KU billings to LG&E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  78 7.5 6 

In December 2009 and June 2008, LG&E sold assets to KU related to the construction of TC2, including 
$3 million of unamortized investment tax credits, with net book values of $48 million and $10 million, respectively. 

In March and June 2009, the Company received capital contributions of $50 million and $25 million, 
respectively, from its common shareholder, E.ON US. 

In 2008 and 2007, KU received capital contributions from its common shareholder, E.ON US. ,  totaling 
$145 million and $7.5 million, respectively. 
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Note 12 - Subsequent Events 

Subsequent events have been evaluated through March 19, 2010, the date of issuance of these statements and 
these statements contain all necessary adjustments and disclosures resulting from that evaluation. 

On March 4, 2010, the Virginia Commission approved the stipulation related to the rate increase filing with 
rates to become effective in April 2010. 

On January 29, 2010, KU filed an application with the Kentucky Commission requesting an increase in base 
electric rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KIJ has 
requested the increase, based on the twelve month test year ended October 31, 2009, to become effective on and 
after March 1,2010. The requested rates have been suspended until August 1,2010, at which time they may be put 
into effect, subject to refund, if the Kentucky Commission has not issued an order in the proceeding. 

On January 13, 2010, the Company made a $13 million contribution to its pension plan. 
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PricewnterhouseCoopers LLP 
500 W Main Street 
Suitc 1800 
Louisville, KY 40202 
Teleplionc (502) 589-6100 
Facsimile (502) 585-7875 
pwc coin 

Report of Independent Auditors 

To the Shareholder of Kentucky Utilities Company: 

In our opinion, the accompanying balance sheets and the related statements of capitalization, income, retained 
earnings, and cash flows present fairly, in all material respects, the financial position of Kentucky Utilities Company 
at December 3 1,2009 and 2008, and the results of its operations and its cash flows for each of the three years in the 
period ended December 3 1, 2009 in conformity with accounting principles generally accepted in the IJnited States 
of America. Also in our opinion, the Company maintained, in all material respects, effective internal control over 
financial reporting as of December 31, 2009, based on criteria established in Internal Coritrol - Iiitegrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company’s management is responsible for these financial statements, for maintaining effective internal control 
over financial reporting and for its assertion of the effectiveness of internal control over financial reporting, 
included in “Controls and Procedures” appearing on page 23 of the 2009 Kentucky {Jtilities Company financial 
statements and additional information. Our responsibility is to express opinions on these financial statements and on 
the Company’s internal control over financial reporting based on our integrated audits. We conducted our audits of 
the financial statements in accordance with auditing standards generally accepted in the United States of America 
and our audit of internal control over financial reporting in accordance with attestation standards established by the 
American Institute of Certified Public Accountants. Those standards require that we plan and perform the audits to 
obtain reasonable assurance about whether the financial statements are free of material misstatement and whether 
effective internal control over financial reporting was maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management, and evaluating 
the overall financial statement presentation. Our audit of internal control over financial reporting included obtaining 
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and 
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our 
audits also included performing such other procedures as we considered necessary in the circumstances. We believe 
that our audits provide a reasonable basis for our opinions. 

A company’s internal control over financial reporting is a process affected by those charged with governance, 
management, and other personnel, designed to provide reasonable assurance regarding the preparation of reliable 
financial statements in accordance with accounting principles generally accepted in the United States of America. A 
company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of 
the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts 
and expenditures of the company are being made only in accordance with authorizations of management and those 
charged with governance; and (iii) provide reasonable assurance regarding prevention, or timely detection and 
correction of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect 
on the financial statements. 
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Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and 
correct misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

L,ouisville, Kentucky 
March 19, 2010 

F-49 



Kentucky Utilities Company 

Condensed Financial Statements 
(Unaudited) 

As of September 30, 2010 and December 31,2009 
and for the three and nine months ended 

September 30,2010 and 2009 
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Kentucky Utilities Company 

Condensed Statements of Income 

Three Months 

September 30, September 30, 
2010 2009 2010 2009 

(Unaudited) 
(Millions of $) 

Ended Nine Months Ended 

- - - - _ . _ _ _  

Operating revenues (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating expenses: 

Fuel for electric generation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Power purchased (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other operation and maintenance expenses . . . . . . . . . . . . . . . . . . . .  
Depreciation, accretion and amortization. . . . . . . . . . . . . . . . . . . . . .  

Total operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating income. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Interest expense (Note 8 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other income (expense) - net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Interest expense to affiliated companies (Notes 8 and 10) . . . . . . . . . . . .  

Income before income taxes.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income tax expense (Note 7) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- - - _ . _ _ _  $416 $341 $1,146 $1,009 

146 114 391 329 
41 47 135 1.54 
86 22 25 1 2.30 
38 33 106 99 

311 216 883 812 

105 12.5 263 197 
2 2 5 5 

18 18 55 51 
1 __ 2 7 

86 10.5 205 148 
32 39 76 49 

$ 54 $ 66 $ 129 $ 99 

- - - -  
- I _ . _ _ _ -  

- - - -  

- - - -  
- -  - - - -  

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Condensed Statements of Comprehensive Income 
Three Months Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 

(Unaudited) 
(Millions of $) 

- - - - -  

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $54 $66 $129 $99 

respectively - (2) - (2) - 

Comprehensive income (loss) attributable to unconsolidated 
venture -net of tax benefit of $1, $0, $1 and $0, 

- .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 
Comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Condensed Statements of Retained Earnings 
Three Months Ended Nine Months Ended 

September 30, September 30, __ 
2010 2009 2010 2009 _._. ..- ~ - -- 

(Unaudited) 
(Millions of $) 

Balance at beginning of period. . . . . . . . . . . . . . . . . . . . . . . .  $1,403 $1,228 $1,328 $1,195 
129 99 

1,457 1,294 1,457 1,294 
66 - 

(50) 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  54 

Cash dividends declared (Note 10) . . . . . . . . . . . . . . . . . . . . .  - - (50) 
Balance at end of period . . . . . . . . . . . . . . . . . . . . . .  . . . .  $1,407 $1,294 $1,407 $1,294 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky IJtilities Company 

Condensed Balance Sheets 

September 30, December 31, 
2010 2009 

(Unaudited) 
(Millions of $) 

Current assets: 
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 2 $ 2  
Accounts receivable - net: 

172 155 
9 

28 18 

98 98 
42 39 
14 32 
11 13 

366 

12 12 

Customer - less reserves of $2 in 2010 and $1 in 2009 
Affiliated companies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other - less reserves of $2 in 2010 and 2009. . . . . . . . . . . . . . . . . . . . . . .  

Fuel (predominantly coal) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other materials and supplies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Regulatory assets (Note 2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Prepayments and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  
__ 

Materials and supplies: 

._- Total current assets. 367 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investment in unconsolidated venture . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Property, plant and equipment: 

Regulated utility plant - electric . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . .  5,426 4,892 
Accumulated depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,902) (1,838) 

Net regulated utility plant . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,524 3,054 
946 1,257 Construction work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Property, plant and equipment - net . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,470 4,3 11 

Deferred debits and other assets: 
Regulatory assets (Note 2): 

105 105 Pension benefi ts . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
110 117 Other regulatory assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
39 38 Cash surrender value of key man life insurance. . . . . . . . . . . . . . . . . . . . . . . .  
7 7 Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -- 

26 1 267 Total deferred debits and other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total assets. . . . . . . . . . . . . .  . . . .  . . . . . . . . . . . . . . . .  . . .  . . .  $ 5,110 $ 4,956 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Condensed Balance Sheets (continued) 

LIABILITIES AND EQUITY 
Current liabilities: 

Current portion of long-term debt (Notes 5 and 8). . . . . . . . . . . . . . . . . . . . . .  
Current portion of long-term debt to affiliated company (Note 5) .  . . . . . . . . . .  
Notes payable to affiliated companies (Notes 8 and 10) . . . . . . . . . . . . . . . . . .  
Accountspayable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable to affiliated companies (Note 10) . . . . . . . . . . . . . . . . . . . .  
Customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Regulatory liabilities (Note 2). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

September 30, December 31, 
2010 2009 

(Unaudited) 
(Millions of $) 

$ 228 
33 
61 

105 
71 
23 
12 
39 

$ 228 
33 
45 

107 
88 
22 
4 

42 

5 69 -~ Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  572 

Long-term debt: 
123 123 

1,298 1,298 

1,421 1,42 1 

Long-term debt (Notes 5 and 8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total long-term d e b t . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Long-term debt to affiliated company (Notes 5 ,  8 and 10) . . . . . . . . . . . . . . . .  

Deferred credits and other liabilities: 
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated provision for pensions and related benefits (Note 6) . . . . . . .  
Investment tax credits (Note 7 ) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Asset retirement obligations (Note 3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Accumulated cost of removal of utility plant. . . . . . . . . . . . . . . . . . . . . . . .  
Other regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Regulatory liabilities (Note 2): 

Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total deferred credits and other liabilities . . . . . . . . . . . . . . . . . . . . . . . .  

378 
160 
104 
59 

343 
24 
20 

1,088 

336 
160 
104 
34 

33 1 
29 
20 

1,014 

Common equity: 
Common stock, without par value - 

308 308 
316 316 

Authorized 80,000,000 shares, outstanding 37,817,878 shares. . . . . . . . . . . .  
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accumulated other comprehensive loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - (2) 
Retained earnings: 

Retainedearnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,397 1,318 

2,029 1,952 
Total liabilities and equity. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $5,110 $4,956 

Undistributed earnings from unconsolidated venture. . . . . . . . . . . . . . . . . . .  10 10 

Total common equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Condensed Statements of Cash Flows 

For the Nine Months 
Ended 

September 30, 
2010 2009 

(Unaudited) 
(Millions of $) 

-- 

Cash flows from operating activities: 
$ 99 

99 
42 48 
- 17 
11 13 
(4) 10 

Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1 2 9  
Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation, accretion and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Deferred income taxes - net .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investment tax credits (Note 7) 
Provision for pension and postretirement benefits . . . . . . . . . . . . . . . . . . . . . . . . .  
[Jndistributed earnings of unconsolidated venture . . . . . . . . . . . . . . . . . . . . . . . . .  

106 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other 1 

Accounts receivable. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 6 )  
Materials and supplies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (3) 

26 Regulatory assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (20) 
Accounts payable to affiliated companies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other current assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Pension and postretirement funding (Note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other regulatory assets and liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Changes in current assets and liabilities: 

31 

(17) 
(3) 

__ 

3 

7 -  (4) 

Net cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 300 - 
Other-net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

I90 

Cash flows from investing activities: 
Construction expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (218) (378) 
Purchases of assets from affiliate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

9 Change in restricted cash. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
- (369) 

- (48) 
_. - - 

Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - (266) 

Cash flows from financing activities: 
104 106 
(88) 
(50) 

(34) 

Borrowings from affiliated company (Note 8). . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Repayments on borrowings from affiliated company (Note 8 ) .  . . . . . . . . . . . . . . . . .  
Payment of dividends (Note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Capital contribution (Note 10) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Net cash (used in) provided by financing activities . . . . . . . . . . . . . . . . . . . . . .  
Change in cash and cash equivalents. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Cash and cash equivalents at beginning of period. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash and cash equivalents at end of period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

__ 

__ 

75 

181 

2 
2 2 

__ - 
- 

__ 

- - 
e - $ 2 - - 

The accompanying notes are an integral part of these condensed financial statements. 
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Kentucky Utilities Company 

Notes to Condensed Financial Statements 
(Unaudited) 

Note 1 - General 

KU’s common stock is wholly-owned by E.ON IJ.S., an indirect wholly-owned subsidiary of E.ON. In the 
opinion of management, the unaudited condensed financial statements include all adjustments, consisting only of 
normal recurring adjustments, necessary for fair statements of income, comprehensive income, and retained 
earnings, balance sheets, and statements of cash flows for the periods indicated. Certain information and footnote 
disclosures normally included in financial statements prepared in accordance with generally accepted accounting 
principles have been condensed or omitted. These unaudited condensed financial statements and notes should be 
read in conjunction with the Company’s Financial Statements and Additional Information (“Annual Report”) for the 
year ended Decembei 31, 2009, including the audited financial statements and notes therein. 

The December 3 1, 2009, condensed balance sheet included herein is derived from the December 3 1, 2009, 
audited balance sheet. Amounts reported in the condensed statements of income are not necessarily indicative of 
amounts expected for the respective annual periods due to the effects of seasonal temperature variations on energy 
consumption, regulatory rulings, the timing of maintenance on electric generating units, changes in mark-to-market 
valuations, changing commodity prices and other factors. 

Certain reclassification entries have been made to the previous year’s financial statements to conform to the 
201 0 presentation with no impact on total assets, liabilities and capitalization or previously reported net income and 
net cash flows. 

PPL Acquisition 

On April 28,2010, E.ON U.S. announced that a Purchase and Sale Agreement (the “Agreement”) had been 
entered into among E.ON US Investments, PPL and E.ON. 

The Agreement provides for the sale of E.ON 1J.S. to PPL. Pursuant to the Agreement, at closing, PPL will 
acquire all of the outstanding limited liability company interests of E.ON U.S. for cash consideration of $2.6 billion. 
In addition, pursuant to the Agreement, PPL agreed to assume $764 million of pollution control bonds and medium 
term notes and to repay indebtedness owed by E.ON TIS. and its subsidiaries to E.ON IJS Investments and its 
affiliates. Such affiliate indebtedness is currently estimated to be $4.2 billion. The aggregate consideration payable 
by PPL on closing is currently estimated to be $7.6 billion (including the assumed indebtedness), subject to 
contractually agreed adjustments. 

The transaction is subject to customary closing conditions, including the expiration or termination of the 
applicable waiting period under the Hart-Scott-Rodino Act, receipt of required regulatory approvals (including state 
regulators in Kentucky, Virginia and Tennessee, and the FERC) and the absence of injunctions or restraints imposed 
by governmental entities. As of October 26, 2010, all of the required regulatory approvals were received, and the 
transaction is expected to close on November 1, 2010. 

Change of control and financing-related applications were filed on May 28, 2010, with the Kentucky 
Commission and on June IS, 2010, with the Virginia Commission and the Tennessee Regulatory Authority. An 
application with the FERC was filed on June 28,2010. During the second quarter of2010, a number of parties were 
granted intervenor status in the Kentucky Commission proceedings, and data request filings and responses 
occurred. Early termination of the Hart-Scott-Rodino waiting period was received on August 2, 201 0. 

A hearing in the Kentucky Commission pioceedings was held on September 8, 2010, at which time a 
unanimous settlement agreement was presented. In the settlement, KU and LG&E commit that no base rate 
increases would take effect befoie January 1 ,  2013. The KU and LG&E rate increases that took effect on August I ,  
2010, were not impacted by the settlement. Under the terms of the settlement, the Companies retain the right to seek 
approval for the deferral of “extraordinary and uncontrollable costs.” Interim rate adjustments will continue to be 
permissible during that period for existing fuel, environmental and demand-side management cost trackers. The 
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agreement also substitutes an acquisition savings shared deferral mechanism for the requirement that the Com- 
panies file a synergies plan with the Kentucky Commission. This mechanism, which will be in place until the earlier 
of five years or the first day of the year in which a base rate increase becomes effective, permits the Companies to 
earn up to a 10.75 percent return on equity. Any earnings above a 10.75 percent return on equity will be shared with 
customers OR a .50%/50% basis. On September 30,201 0, the Kentucky Commission issued an Order approving the 
transfer of ownership of KU and LG&E via the acquisition of E.ON IJS.  by PPL, incorporating the terms of the 
submitted settlement. On October 19,2010 and October 21,2010, respectively, Orders approving the acquisition of 
E.ON U.S. by PPL were received from the Virginia Commission and the Tennessee Regulatory Authority. The 
Commissions' Orders contained a number of other commitments with regard to operations, workforce, community 
involvement and other matters. 

In mid-September 2010, KU and L,G&E and other applicants in the FERC change of control proceeding 
reached an agreement with the protesters, whereby such protests have been withdrawn. The agreement, which has 
subsequently been filed for consideration with the FERC, includes various conditional commitments, such as a 
continuation of certain existing undertakings with protesters in prior cases, an agreement not to terminate certain 
KU municipal customer contracts prior to January 201 7, an exclusion of any transaction-related costs from 
wholesale energy and tariff customer rates to the extent that the Company has agreed to not seek the same 
transaction-related cost from retail customers and agreements to coordinate with protesters in certain open or 
ongoing matters. A FERC Order approving the transaction was received on October 26, 2010. 

On September 30, 2010, October 19, 2010 and October 21, 2010, respectively, KIJ received Kentucky 
Commission, Virginia Commission and Tennessee Regulatory Authority approvals to complete certain refinancing 
transactions in connection with the anticipated PPL acquisition and other business factors. Based on credit and 
financial market conditions, KU anticipates issuing up to $1.5 billion in first mortgage bonds, the proceeds of which 
will substantially be used to refund existing long-term intercompany debt. On October 29, 2010, as required by 
existing covenants, in connection with the anticipated issuance of any such secured debt, KTJ completed 
collateralization of certain outstanding pollution control bond debt series which were formerly unsecured. Pursuant 
to such collateralization, approximately $35 1 million in existing pollution control debt became collateralized debt, 
supported by a first mortgage lien. KIJ also anticipates replacing its $35 million bilateral line of credit with an 
unaffiliated institution by entering into a multi-year revolving credit facility with several financial institutions in an 
aggregate amount not to exceed $400 million. KU may complete these transactions, in whole or in part, during late 
2010 and early 2011. See Note 8, Short-Term and Long-Term Debt, for further information regarding the 
refinancing, remarketing or conversion of existing pollution control debt, 

Recent Accounting Pronouncements 

Fair Value Measirreiiteiits 

In January 201 0, the FASB issued guidance related to fair value measurement disclosures requiring separate 
disclosure of amounts of significant transfers in and out of level 1 and level 2 fair value measurements and separate 
information about purchases, sales, issuances, and settlements within level 3 measurements. This guidance is 
effective for the interim and annual reporting periods beginning after December 15,2009, except for the disclosures 
about the robforward of activity in level 3 fair value measurements. Those disclosures are effective for fiscal years 
beginning after December 15,2010, and for interim periods within those fiscal years. This guidance has no impact 
on the Company's results of operations, financial position, liquidity or disclosures. 

Note 2 - Rates and Regulatory Matters 

KU's Kentucky base rates are calculated based on a return on capitalization (common equity, long-term debt 
and notes payable) including certain regulatory adjustments to exclude non-regulated investments and environ- 
mental compliance plans recovered separately through the ECR mechanism. Currently, none of the regulatory 
assets or regulatory liabilities are excluded from the return on capitalization utilized in the calculation of Kentucky 
base rates; therefore, a return is earned on all Kentucky regulatory assets. 
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KIJ's Virginia base rates are calculated based on a return on rate base (net utility plant less deferred taxes and 
miscellaneous deductions). A11 regulatory assets and liabilities are excluded from the return on rate base utilized in 
the calculation of Virginia base rates. 

For a description of each line item of regulatory assets and liabilities and for descriptions of certain matters 
which may not have undergone material changes relating to the period covered by this quarterly report, reference is 
made to Note 2, Rates and Regulatory Matters, of KU's Annual Report for the year ended December 31, 2009. 

2010 Kentucky Rate Case 

In January 2010, K'IJ filed an application with the Kentucky Commission requesting an increase in electric 
base rates of approximately 12%, or $135 million annually, including an 11.5% return on equity. KU requested the 
increase, based on the twelve month test year ended October 31, 2009, to become effective on and after March 1, 
2010. The requested rates were suspended until August I ,  2010. A number of intervenors entered the rate case, 
including the AG, certain representatives of industrial and low-income groups and other third parties, and submitted 
filings challenging the Company's requested rate increases, in whole or in part. A hearing was held on June 8,2010. 
KU and all of the intervenors, except the AG, agreed to a stipulation providing for an increase in electric base rates 
of $98 million annually and filed a request with the Kentucky Commission to approve such settlement. An Order in 
the proceeding was issued in July 2010, approving all the provisions in the stipulation. The new rates became 
effective on August 1, 2010. 

Virginia Rate Case - 
In June 2009, K1J filed an application with the Virginia Commission requesting an increase in electric base 

rates for its Virginia jurisdictional customers in an amount of $12 million annually or appioximately 21 %. The 
proposed increase reflected a proposed rate of return on rate base of 8.586% based on a return on equity of 12%. 
During December 2009, KU and the Virginia Cornmission Staff agreed to a Stipulation and Recommendation 
authorizing base rate revenue increases of $1 1 million annually and a return on rate base of 7.846% based on a 
10.5% return on common equity. A public hearing was held during January 2010. As permitted, pursuant to a 
Virginia Commission Order, KIJ elected to implement the proposed rates effective November 1,2009, on an interim 
basis. In March 2010, the Virginia Commission issued an Order approving the stipulation, with the increased rates 
to be put into effect as of April 1,201 0. As p a t  of the stipulation, KU refunded approximately $1 million in interim 
rate amounts in excess of the ultimate approved rates. During August 2010, a report was filed detailing the costs of 
the refunds, the accounts charged and details validating that all refunds have been applied. 

FERC Wholesale Rate Case 

In September 2008, KU filed an application with the FERC for increases in electric base rates applicable to 
wholesale power sales contracts or interchange agreements involving, collectively, twelve Kentucky municipalities. 
The application requested a shift from an all-in stated unit charge rate to an unbundled formula rate, including an 
annual adjustment mechanism. In May 2009, the FERC issued an Order approving a settlement among the parties in 
the case, incorporating increases of approximately 3% from prior rates and a return on equity of 11 %. In May 2010, 
KU submitted to the FERC the proposed current annual adjustment to the formula rate. This updated rate became 
effective on July 1, 2010, subject to certain review procedures by the wholesale requirements customers and the 
FERC, including potential refunds in the case of disallowed costs or charges. 

By mutual agreement, the parties' settlement of the 2008 application left outstanding the issue of whether KIJ 
must allocate to the municipal customers a portion of renewable resources it may be required to procure on behalf of 
its retail ratepayers. In August 2009, the FERC accepted the issue for briefing and the parties completed briefing 
submissions during 2009. An Order was issued by the FERC in July 2010, indicating that KTJ is not required to 
allocate a portion of any renewable resources to the twelve municipalities, thus resolving the remaining issue. 
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Regulatory Assets and Liabilities 

The following regulatory assets and liabilities were included in KU’s balance sheets as of 

September 30, December 31, 
2010 2009 

( ~ T m i ~ i o n s )  

Current regulatory assets: 
. . . . .  $ - -  Storm restoration(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 6 

FAC(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ECR(b) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MISO exit(a). 1 2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 Other(c) - 
Total current regulatory assets. - - $ 14 - 

4 1 
28 

1 

. . . . . . . . . . . . . . . . . . . . . . . . .  $ 32 

- 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
- 
- 

Non-current regulatory assets: 
$105 

52 59 
34 30 

Pension benefits(d) . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $105 
Other non-current regulatory assets: 

Storm restoration(a) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ARO(e) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
[Jnamortized loss on bonds(a). 12 12 
MISO exit(a) 4 9 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8 Other(c) - 

... . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

7 
Subtotal other non-current regulatory assets. . . . . . . . . . . . . . . .  110 117 

$222 

ECR . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 6 $ -  
DSM . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other( f) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total current regulatory liabilities . . . . . . . . . . . . . . . . . . . . . . .  

Accumulated cost of removal of utility plant . . . . . . . . . . . . . . . . . .  

- 
- - 

.... . . . . . . . . . . . . . . . . . .  Total non-current regulatory assets - - $215 - - 
Current regulatory liabilities: 

4 3 
2 1 - - 
- $ 12 - - 

Non-current regulatory liabilities: 
$331 

8 9 
Postretirement benefits . . . . . .  9 9 
MISOexit 1 4 

6 Other( f) - 
24 

$343 
Other non-current regulatory liabilities: 

Deferred income taxes - net . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
7 

29 

$360 

- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- . . . . . . . . . . . . .  Subtotal other non-current regulatory liabilities - 
.... . . . . . . . . . . . . . . . .  Total non-current regulatory liabilities - - $367 - - 

(a) These regulatory assets are recovered through base rates. 

(b) The FAC and ECR regulatory assets have separate recovery mechanisms with recovery within twelve months. 

(c) dther regulatory assets: 

Other current and non-cuiknt regulatory assets, including the CMRG and KCCS contributions, an EKPC 

The current portion of the unamortized loss on bonds is recovered through base rates. 

FERC transmission settlement agreement and rate case expenses, are recovered through base rates. 
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* K‘IJ generally recovers the FERC jurisdictional portion of the EKPC FERC transmission settlement 
agreement included in current and non-current regulatory assets in the application of the annual Open 
Access Transmission Tariff formula rate updates. 
Recovery of the FERC jurisdictional pension expense in non-current regulatoiy assets will be requested in a 
future FERC rate case. 

(d) KIJ generally recovers this asset through pension expense included in the calculation of base rates. 

(e) When an asset with an ARO is retired, the related ARO regulatory asset will be offset against the associated 
ARO regulatory liability, ARO asset and ARO liability. 

(f) Other current and non-current regulatory liabilities includes the Virginia levelized fuel factor regulatory 
liability, ARO liabilities and a change in accounting method for FERC jurisdictional spare parts. ARO liabilities 
are established from the removal costs accrued through depreciation under regulatory accounting for assets 
associated with AROs. 

Storrn Restoratiori 

In January 2009, a significant ice storm passed through KU’s service territory causing approximately 199,000 
customer outages and was followed closely by a severe wind storm in February 2009, which caused approximately 
44,000 customer outages. KU incurred $57 million in incremental operation and maintenance expenses and 
$33 million in capital expenditures related to the restoration following the two storms. The Company filed an 
application with the Kentucky Commission in April 2009, requesting approval to establish a regulatory asset and 
defer for future recovery approxiinately $62 million in incremental operation and maintenance expenses related to 
the storm restoration. In September 2009, the Kentucky Commission issued an Order allowing the Company to 
establish a regulatory asset of up to $62 million based on its actual costs for storm damages and service restoration 
due to the January and February 2009 storms. In September 2009, the Company established a regulatory asset of 
$57 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover this asset 
over a ten year period beginning August 1, 2010. 

In September 2008, high winds from the remnants of Hurricane Ike passed through the service territory 
causing significant outages and system damage. In October 2008, KU filed an application with the Kentucky 
Commission requesting approval to establish a regulatory asset and defer for future recovery approximately 
$3 million of expenses related to the storm restoration. In December 2008, the Kentucky Commission issued an 
Order allowing the Company to establish a regulatory asset of up to $3 million based on its actual costs for storm 
damages and service restoration due to Hurricane Ike. In December 2008, the Company established a regulatory 
asset of $2 million for actual costs incurred. The Company received approval in its 2010 base rate case to recover 
this asset over a ten year period beginning August 1, 2010. 

FAC 

In August 2010, the Kentucky Commission initiated a six-month review of KU’s FAC mechanism for the 
expense period ended April 2010. An order is expected by the end of the year. 

In February 2010, KU filed an application with the Virginia Commission seeking approval of a decrease in its 
fuel cost factor beginning with service rendered in April 2010. An Order was issued in April 2010, resulting in an 
agreed upon decrease of 23% from the fuel factor in effect for April 2009 through March 2010. 

In January 2010, the Kentucky Commission initiated a six-month review of KU’s FAC mechanism for the 
expense period ended August 2009. In May 2010, an Order was issued approving the charges and credits billed 
through the FAC during the review period. 

ECR 

In July 2010, the Kentucky Cornmission initiated a six-month review of KU’s environmental surcharge for the 
billing period ending April 2010. An order is expected in the fourth quarter of 2010. 
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In January 2010, the Kentucky Commission initiated a six-month review of‘ KU’s environmental surcharge for 
the billing period ending October 2009. In May 2010, an Order was issued approving the amounts billed through the 
ECR during the six-month period and the rate of return on capital and allowing recovery of the under-recovery 
position in subsequent monthly filings. 

In June 2009, the Company filed an application for a new ECR plan with the Kentucky Commission seeking 
approval to recover investments in environmental upgrades and operations and maintenance costs at the Company’s 
generating facilities. During 2009, KU reached a unanimous settlement with all parties to the case, and the 
Kentucky Commission issued an Order approving KU’s application. Recovery on customer bills through the 
monthly ECR surcharge for these prqjects began with the February 2010 billing cycle. At December 31,2009, the 
Company had a regulatory asset of $28 million, which changed to a regulatory liability in the first quarter of 2010, as 
a result of these roll-in adjustments to base rates. At September 30, 2010, the regulatory liability balance was 
$6 million. 

MISO 

In August 2010, the FERC issued three Orders accepting most facets of several MISO Revenue Sufficiency 
Guarantee (“RSG”) compliance filings. The FERC ordered the MIS0  to issue refunds for RSG charges that were 
imposed by the MISO on the assumption that there were rate mismatches for the period beginning November 5 ,  
2007 through the present. There is no financial statement impact to the Company from this Order, as the MISO had 
anticipated that the FERC would require these refunds and had preemptively included them in the resettlements 
paid in 2009. The FERC denied MISO’s proposal to exempt certain resources from RSG charges, effective 
prospectively. The FERC accepted portions and rejected portions of the MISO’s proposed RSG rate Redesign 
Proposal, which will be effective when the software is ready for implementation subject to further compliance 
filings. The impact of the Redesign Proposal on the Company cannot be estimated at this time. 

Other Regulatory Matters 

TC2 Depreciation 

In August 2009, the Companies jointly filed an application with the Kentucky Commission to approve new 
common depreciation rates for applicable jointly-owned TC2-related generating, pollution control and other plant 
equipment and assets. During December 2009, the Kentucky Commission extended the data discoveiy process 
through January 2010, and authorized the Companies on an interim basis to begin using the depreciation rates for 
TC2 as proposed in the application. In March 2010, the Kentucky Commission issued a final Order approving the 
use of the proposed depreciation rates on a permanent basis. 

TC2 Trartsinission Matters 

K‘IJ’s and L,G&E’s CCN for a transmission line associated with the TC2 construction has been challenged by 
certain property owners in Hardin County, Kentucky. In August 2006, the Companies obtained a successful 
dismissal of the challenge at the Franklin County Circuit Court, which was reversed by the Kentucky Court of 
Appeals in December 2007. In April 2009, the Kentucky Supreme Court granted KU’s and LG&E’s motion for 
discretionary review of the Court of Appeals’ decision. In August 2010, the Kentucky Supreme Court issued an 
Order reversing the decision of the Kentucky Court of Appeals and reinstating the Franklin County Circuit Court’s 
dismissal of the property owners’ challenge to KU’s and LG&E’s CCN. 

During 2008, KU obtained various successful rulings at the Hardin County Circuit Court confirming its 
condemnation rights. In August 2008, several landowners appealed such rulings to the Kentucky Court of Appeals. 
In May 201 0, the Kentucky Court of Appeals issued an Order affirming the Hardin Circuit Court’s finding that KU 
had the right to condemn easements on the properties. In May 2010, the landowners filed a petition for 
reconsideration with the Court of Appeals. In July 2010, the Court of Appeals denied that petition. In August, 
2010, the landowners filed for discretionary review of that denial by the Kentucky Supreme Court. 

In a separate proceeding, certain Hardin County landowners filed an action in federal district court in 
Louisville, Kentucky against the [J.S. Army challenging the same transmission line claiming that certain 
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Fort Knox-related sections of the line failed to comply with certain National Historic Preservation Act procedural 
requirements. In October 2009, the federal court granted the defendants’ motion for summary judgment and 
dismissed the plaintiffs’ claims. During November 2009, the petitioners filed submissions for review of the decision 
with the 6th Circuit Court of Appeals. In May 2010, the appellate court issued an order approving the plaintiffs’ 
voluntary withdrawal of their appeals. 

Consistent with the regulatory authorizations and relevant legal proceedings, the Companies have completed 
construction activities on temporary or permanent transmission line segments. During the second quarter of 2010, 
the Companies placed into operation an appropriate combination of permanent and temporary sections of the 
transmission line. While the Companies are not currently able to predict the ultimate outcome and possible financial 
effects of the remaining legal proceedings, the Companies do not believe the matter involves relevant or continuing 
risks to operations. 

Mandatory Reliability Standards 

As a result of the EPAct 2005, certain formerly voIuntary reliability standards became mandatory in June 2007, 
and authority was delegated to various Regional Reliability Organizations (“RROs”) by the North American 
Electric Reliability Corporation (“NERC’), which was authorized by the FERC to enforce compliance with such 
standards, including promulgating new standasds. Failure to comply with mandatory reliability standards can 
subject a registered entity to sanctions, including potential fines of up to $1 million per day, as well as non-monetary 
penalties, depending on the circumstances of the violation. The Companies are members of SERC, which acts as 
KU’s and LG&E’s RRO. During December 2009, SERC and the Companies agreed lo settlements involving 
penalties totaling less than $1 million for each utility related to their self-reports during June and October 2008, 
concerning possible violations of standards. During December 2009 and April, July and August 2010, the 
Companies submitted ten self-reports relating to various standards, which self-reports remain in the early stages 
of RRO review, and therefore, the Companies are unable to estimate the outcome of these matters. Mandatory 
reliability standard settlements commonly also include non-penalty elements, including compliance steps and 
mitigation plans. Settlements with SERC proceed to NERC and FERC review before becoming final. While the 
Companies believe they are in compliance with the mandatory reliability standards, events of potential non- 
compliance may be identified from time-to-time. The Companies cannot predict such potential violations or the 
outcome of the self-reports described above. 

Note 3 - Asset Retirement Obligation 

retirement and environmental obligations guidance of the FASB ASC follows: 
A summary of KU’s net ARO assets, ARO liabilities and regulatory assets established under the asset 

ARO Net ARO Regulatory 
Assets Liabilities Assets ~- 

(In millions) 

As of December 31, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 4 $(34) $30 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 (2) ARO accretion __I 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 - (23) - ARO revaluation. 21 - 
.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $34 As of September 30, 2010. $25 - $ 0 9 )  - - - - - 

As of September 30,2010, the Company performed a revaluation of its AROs as a result of recently proposed 
environmental legislation and improved ability to forecast asset retirement costs due to recent construction and 
retirement activity. 

Pursuant to regulatory treatment prescribed under the regulated operations guidance of the FASB ASC, an 
offsetting regulatory credit was recorded in depreciation and amortization in the income statement of $2 million for 
the nine months ended September 30, 2010 for the ARO accretion and depreciation expense. KU’s AROs are 
primarily related to the final retirement of assets associated with generating units. 

KU transmission and distribution lines largely operate under perpetual property easement agreements which 
do not generally require restoration on removal of the property. Therefore, under the asset retirement and 
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environmental obligations guidance of the FASB ASC, no material asset retirement obligations are recorded for 
transmission and distribution assets. 

Note 4 - Derivative Financial Instruments 

KU is subject to interest rate and commodity price risk related to on-going business operations. It currently 
manages these risks using derivative instruments, including swaps and forward contracts. The Company’s policies 
allow the interest rate risk to be managed through the use of fixed rate debt, floating rate debt and interest rate swaps. 
At September 30, 2010, a 100 basis point change in the benchmark rate on KIJ’s variable rate debt, not effectively 
hedged by an interest rate swap, would impact pre-tax interest expense by $4 million annually. Although the 
Company’s policies allow for the use of interest rate swaps, as of September 30,2010 and December 31,2009, KIJ 
had no interest rate swaps outstanding. 

The Company does not net collateral against derivative instruments. 

Energy Trading and Risk Management Activities 

KU conducts energy trading and risk management activities to maximize the value of power sales from 
physical assets it owns. Energy trading activities are piincipally forward financial transactions to manage price risk 
and are accounted for as non-hedging derivatives on a mark-to-market basis in accordance with the derivatives and 
hedging topic of the FASB ASC. 

Energy trading and risk management contracts are valued using prices based on active trades from Inter- 
continental Exchange Inc. In the absence of a tiaded price, midpoints of the best bids and offers are the primary 
determinants of valuation. When sufficient trading activity is unavailable, other inputs include prices quoted by 
brokers or observable inputs other than quoted prices, such as one-sided bids or offers as of the balance sheet date. 
Quotes are verified quarteily using an independent pricing source of actual transactions. Quotes for combined off- 
peak and weekend timeframes ale allocated between the two timeframes based on their historical proportional 
ratios to the integrated cost. No other adjustments are made to the forward prices. No changes to valuation 
techniques for energy trading and risk management activities occurred during 2010 or 2009. Changes in market 
pricing, interest rate and volatility assumptions were made during both years. 

KU’s financial assets ancl liabilities as of September 30, 2010 and December 31, 2009, arising from energy 
trading and risk management contracts not designated as hedging instruments accounted for at fair value total less 
than $1 million and are recorded in prepayments and other current assets and other current liab 

The Company maintains credit policies intended to minimize credit risk in wholesale marketing and trading 
activities by assessing the creditworthiness of potential counterparties prior to entering into transactions with them 
and continuing to evaluate their creditworthiness once transactions have been initiated. To further mitigate credit 
risk, KU seeks to enter into netting agreements or require cash deposits, letters of credit and parental company 
guarantees as security from counterparties. The Company uses S&P, Moody’s and definitive qualitative and 
quantitative data to assess the financial strength of countei parties on an on-going basis. If no external rating exists, 
KIJ assigns an internally generated rating for which it sets appropriate risk parameters. As risk management 
contracts are valued based on changes in market prices of the related commodities, credit exposures are revalued 
and monitored on a daily basis. At September 30, 2010, 100% of the trading and risk management commitments 
were with counterparties rated BBB-/Baa3 equivalent or better. The Company has reserves against counterparty 
credit risk based on the counterparty’s credit rating and applying historical default rates within varying credit ratings 
over time provided by S&P or Moody’s. At September 30, 2010 and December 31, 2009, counterparty credit 
reserves related to energy trading and risk management contracts were less than $1 million. 

The net volume of electricity based financial derivatives outstanding at September 30,2010 and December 31, 
2009, was zero ancl 43,400 Mwhs, respectively. No cash collateral related to the energy trading and risk 
management contracts was iequired at September 30, 2010. Cash collateral related to the energy trading and 
iisk management contiacts was less than $1 million at December 31, 2009. Cash collateral related to the energy 
trading and risk management contracts is categorized as other accounts receivable in the accompanying balance 
sheets. 
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KU manages the price risk of its estimated future excess economic generation capacity using market-traded 
forward contracts. Hedge accounting treatment has not been elected for these transactions, and therefore realized 
and unrealized gains and losses are included in the statements of income. 

The following tables present the effect of derivatives not designated as hedging instruments on income: 

Loss Recognized in Income - 

Three Months 
Ended 

September 30, - 
2010(a) 2009 - -  Location 

(In millions) 

IJnrealized loss.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Electric revenues & $(3) - - 
Nine Months 

Ended 
September 30, 

2010(a) 2009 - -  Location - Loss Recognized in Income 
(In millions) 

IJnrealized loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Electric revenues $- $(1) - - 

(a) TJnrealized loss was less than $1 million 

Net realized gains were less than $1 million in the three and nine months ended September 30,2010 and 2009, 
respectively. 

Credit Risk Related Contingent Features 

Certain of the Company’s derivative instruments contain provisions that require the Company to provide 
immediate and on-going collateralization on derivative instruments in net liability positions based on the 
Company’s credit ratings from each of the major credit rating agencies. At September 30, 2010, there are no 
energy trading and risk management contracts with credit risk related contingent features that are in a liability 
position and no collateral posted in the normal course of business. At September 30,2010, a one notch downgrade of 
the Company’s credit rating would have no effect on the energy trading and risk management contracts or colIateraI 
required. 

Note 5 - Fair Value Measurements 

KU adopted the fair value guidance in the FASB ASC in two phases. Effective January 1,2008, the Company 
adopted it for all financial instruments and non-financial instruments accounted for at fair value on a recurring basis, 
and January 1,2009, the Company adopted it for all non-financial instruments accounted for at fair value on a non- 
recurring basis. The FASB ASC guidance clarifies that fair value is an exit price, representing the amount that would 
be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants. As 
such, fair value is a market-based measurement that should be determined based on assumptions that market 
participants would use in pricing an asset or a liability. As a basis for considering such assumptions, the FASB ASC 
guidance establishes a three-tier value hierarchy, which prioritizes the inputs used in the valuation methodologies in 
measuring fair value. 

The carrying values and estimated fair values of KIJ’s non-trading instruments: 
September 30,2010 December 31,2009 

Carrying Fair Carrying Fair 
Value Value Value Value 

(In millions) 
---- 

Long-term bonds (including current portion of 

Long-term debt to affiliated company (including current 
$228 million) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 351 $ 352 $ 351 $ 351 

portion of $33 million) . . . . . . . . . . . . . . . . . . . . . . . . .  1,331 1,527 1,331 1,401 
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The long-term bond valuations reflect prices quoted by investment banks, which are active in the market for 
these debt instruments. The fair value of the long-term debt due to affiliated company is determined using an 
internal valuation model that discounts the future cash flows of each loan at current market rates as determined 
based on quotes from investment banks that are actively involved in capital markets for utilities and factor in KU’s 
credit ratings and default risk. The fair values of cash and cash equivalents, accounts receivable, cash surrender 
value of key man life insurance, accounts payable and notes payable are substantially the same as their carrying 
values. 

KIJ has classified the applicable financial assets and liabilities that are accounted for at fair value into the three 
levels of the fair value hierarchy, as defined by the fair value measurements and disclosures topic of the FASB ASC, 
as follows: 

* Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active 
markets 

* Level 2 - Include other inputs that are directly or indirectly observable in the marketplace 

0 Level 3 - IJnobservable inputs which ale supported by little or no market activity 

The fair value hieiarchy also requires an entity to maximize the use of observable inputs and minimize the use 
of unobservable inputs when measuiing fair value. 

The Company classifies its deiivative cash collateral balances within level 1 based on the funds being held in a 
demand deposit account. The Company classifies its derivative energy trading and iisk management contracts 
within level 2 because it values them using prices actively quoted for proposed 01 executed transactions, quoted by 
brokers or observable inputs other than quoted prices. 

KU’s financial assets and liabilities as of September 30, 2010 and December 31, 2009, arising from energy 
trading and risk management contracts accounted for at fair value on a recurring basis total less than $1 million. No 
cash collateral related to the energy trading and risk management contracts was required at September 30, 2010. 
Cash collateral related to the energy trading and risk management contracts was less than $1 million at 
December 3 1, 2009. 

There were no level 3 measurements for the periods ending September 30, 2010 and December 31, 2009. 

Note 6 - Pension and Other Postretirement Benefit Plans 

Net Periodic Benefit Costs 

The following tables provide the components of net periodic benefit cost for pension and other postretirement 
benefit plans. The tables include the costs associated with both KIJ employees and Servco employees who are 
providing services to KIJ. The Servco costs are allocated to KIJ based on employees’ labor charges and are 
approximately 53% and 51% of Servco costs for September 30, 2010 and 2009, respectively. 

Pension Benefits 
Three Months Ended Septeniber 30, 

2010 2009 

KU to KU Total KU KU to KU Total KU 
(In millions) 

Servco Allocation Servco Allocation 
- -  - 

Service cost . . . . . . . . . . . . . . . . . . . . . . .  $ 2 $ 1  $ 3  $ 2  $ 1  $ 3  
Interest cost . . . . . . . . . . . . . . . . . . . . . . .  4 2 6 4 2 6 
Expected return on plan assets. (5) (2) (7) ( 3 )  (1) (4) . . . . . . . . .  

__ - __ . . . . . . .  I 1 Amortization of prior service cost 
. . . . . . . . . .  3 1 2 3 1 Amortization of actuarial loss - 2 - 

. . . . . . . . . . . . .  $ 6  $ 5  $ 8  $ 3  Net periodic benefit cost .  - .__ $ 3 - - - $ 3  

__ 

- - - - 
- .__ - - - - - 
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Other Postretirement Benefits 
Three Months Ended September 30, 

2010 2009 
(In millions) 

KU to KU(a) Total KU KU to 1<U(a) Total KU 

- 
- 

Servco Allocation Servco Allocation 
- -  - 

.. . . . . . . . . . . . . . . . . . . . . . .  $1 

. . . . . . . . . . . . . . .  $-- $1 

Interest cos t .  - $2 - $- - $2 - $1 - $- - 
Net periodic benefit cost. - $2 - $-- $2 - $1 - - - - - - - - - 

(a) amounts are less than $1 million 
Pension Benefits 

Nine Months Ended September 30, 
2010 2009 

(In millions) 

KU to KU Total KU UU to I<U Total KU 
Servco Allocation Servco Allocation 

- I _ _  - 
Service cost . . . . . . . . . . . . . . . . . . . . . .  $ 5 $ 4  $ 9  $ 4  $ 4  $ 8  

Expected return on plan assets . . . . . . . .  (13) (5) (18) (10) (4) (14) 
Amortization of prior service cost. . . . . .  - 1 1 1 1 2 
Amortization of actuarial loss - 5 - 
Net periodic benefit cost ,  . . . . . . . . . . . .  $ 11 $ 8  $22 

Interest cost . . . . . . . . . . . . . . . . . . . . . .  14 6 20 13 5 18 

. . . . . . . . .  7 6 8 2 2 

$ 8  
- - - -  

- - $ 19 $ 14 - -  - -  - - - - - 

Other Postretirement Benefits 
Nine Months Ended September 30, 

2010 2009 
(In millions) 

KU to KU Total I<U KU lo KU Total KU 
Servco Allocation Servco Allocation 

- -  __._ 

Service cost, . . . . . . . . . . . . . . . . . . . . . . .  $ 1 $ 1  $ 2  $ 1  $ 1  $ 2  
. . . . . . . . . . . . . . . . . . . . . . .  4 3 Interest cost. 4 ___ 

(1) - Expected return on plan assets (1) 
Amortization of transitional obligation I . ~ ~ - 1 _. - - - 1 

. . . . . . . . . . . . . .  $ 6  $ 5  $ 6  $ 1  Net periodic benefit cost - $ 5  - $ 1  

3 - 
- ___ . . . . . . . . . .  __ 

1 - - 1 __ 

- - - - - - - _. - - 

Contributions 

In January 2010, KIJ and Servco made discretionary pension plan contributions of $13 million and $9 million, 
respectively. The amount of future contributions to the pension plan will depend on the actual return on plan assets 
and other factors, but the Company’s intent is to fund the pension plan in a manner consistent with the requirements 
of the Pension Protection Act of 2006. 

Through September 2010, KU made contributions to other postretirement benefit plans totaling $4 million. An 
additional contribution totaling $1 million was made in October. The Company anticipates further funding to match 
the annual postretirement expense and funding the 401(h) plan up to the maximum amount allowed by law. 

Health Care Reform 

In March 2010, Health Care Reform (the Patient Protection and Affordable Care Act of 2010) was signed into 
law. Many provisions of Health Care Reform do not take effect for an extended period of time, and many aspects of 
the law which are currently unclear or undefined will likely be clarified in future regulations. 
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During each of the three and nine months ended September 30,2010, KU recorded an income tax expense of 
less than $1 million, to recognize the impact of the elimination of the tax deduction related to the Medicare Retiree 
Drug Subsidy that becomes effective in 2013. 

Specific provisions within Health Care Reform that may impact KU include: 

0 Beginning in 201 1, requirements extend dependent coverage up to age 26, remove the $2 million lifetime 
maximum and eliminate cost sharing for certain preventative care procedures. 

* Beginning in 2018, a potential excise tax is expected on high-cost plans providing health coverage that 
exceeds certain thresholds. 

KU continues to evaluate all implications of Health Care Reform on its benefit programs but at this time cannot 
predict the significance of those implications. 

Note 7 - Income Taxes 

A United States consolidated income tax return is filed by E.ON 1J.s.’~ direct parent, E.ON US Investments 
Corp., for each tax period. Each subsidiary of the consolidated tax group, including KIJ, calculates its separate 
income tax for each period. The resulting separate-return tax cost or benefit is paid to or received from the parent 
company or its designee. The Company also files income tax returns in various state jurisdictions. While 2007 and 
later years are open under the federal statute of limitations, Revenue Agent Reports for 2006-2008 have been 
received from the IRS, effectively closing these years to additional audit adjustments. Tax years beginning with 
2007 were examined under an IRS pilot program named “Compliance Assurance Process” (“CAP”). This program 
accelerates the IRS’ review to begin during the year applicable to the return and ends 90 days after the return is filed. 
For 2008, the IRS allowed additional deductions in connection with the Company’s application for a change in 
repair deductions ancl disallowed some of the bonus depreciation claimed on the original return. The net temporary 
tax impact for the Company was $12 million and was recorded in the second quarter of 2010. Tax years 2009 and 
2010 are also being examined under CAP. The 2009 federal return was filed in the third quarter, and the IRS issued a 
Partial Acceptance Letter with the 2009 return. The IRS is continuing to review bonus depreciation, storms and 
other repairs. No material impact is expected from the IRS review. For the tax year 2010, no material items have 
been raised by the IRS at this time. 

Additions and reductions of uncertain tax positions during 201 0 and 2009 were less than $1 million. Possible 
amounts of uncertain tax positions for KTJ that may decrease within the next 12 months total less than $1 million and 
are based on the expiration of the audit periods as defined in the statutes. If recognized, the less than $1 million of 
unrecognized tax benefits would reduce the effective income tax rate. 

The amount KU recognized as interest expense and interest accrued related to unrecognized tax benefits was 
less than $1 million as of September 30,2010 and December 31,2009. The interest expense and interest accrued is 
based on IRS and Kentucky Department of Revenue large corporate interest rates for underpayment of taxes. At the 
date of adoption, the Company accrued less than $1 million in interest expense on uncertain tax positions. KTJ 
records the interest as interest expense and penalties as operating expenses in the income statement and accrued 
expenses in the balance sheet, on a pre-tax basis. No penalties were accrued by the Company through September 30, 
2010. 

In June 2006, the Companies filed a joint application with the 1J.S. Department of Energy (“DOE’) requesting 
certification to be eligible for investment tax credits applicable to the construction of TC2. In November 2006, the 
DOE and the IRS announced that KU was selected to receive $101 million in tax credits. A final IRS certification 
required to obtain the investment tax credits was received in August 2007. In September 2007, KU received an 
Order from the Kentucky Commission approving the accounting of the investment tax credits, which includes a full 
depreciation basis adjustment for the amount of the credits. Based on eligible construction expenditures incurred, 
KIJ recorded investment tax credits of $6 and $17 million during the three and nine months ended September 30, 
2009, decreasing current federal income taxes. As of December 3 1,2009 KU had recorded its maximum credit of 
$101 million. The income tax expense impact from amortizing these credits over the life of the related property will 
begin when the facility is placed in service, which is expected to occur by year end. 

F-69 



In March 2008, certain environmental and preservation groups filed suit in federal court in North Carolina 
against the DOE and IRS claiming the investment tax credit program was in violation of certain environmental laws 
and demanded relief, including suspension or termination of the program. The plaintiffs voluntarily dismissed their 
complaint in August 2010. 

A reconciliation of differences between the income tax expense at the statutory 1J.S. federal income tax rate 
and the Company’s actual income tax expense follows: 

Three Months Nine Months 
Ended Ended 

September 30, September 30, 
2010 2009 2010 2009 - - - - -  

(In millions) 

Statutory federal income tax expense. .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 30 $ 37 $ 72 $ 52 
State income taxes - net of federal benefit . . . . . . . . . . . . . . . . . . . . . . . .  3 4 8 4 

(3 )  Dividends received deduction related to EEI investment __ - __ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1) (2) (4) (4) Other differences - net. - 
Income tax expense. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 32 $ 39 $76 $49 

Effective income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  37.2% 37.1 % 37.1% 33.1% 

. . . . . . . . . . . . . . .  

- - - -  

The amounts shown in the table above are rounded to the nearest $1 million; however, the effective income tax 
rates are based on actual underlying amounts. Other differences - net includes the qualified production activities 
deduction and excess deferred taxes on depreciation. 

The effective tax rate for the nine months ended September 2010 was higher than the rate for the nine months 
ended 2009 due to state income taxes - net of federal benefit being lower due to a coal credit recorded in 2009 and 
a lower dividends received deduction primarily due to the lack of EEI dividends in 2010. 

Note 8 - Short-Term and Long-Term Debt 

KU’s long-term debt includes $228 million of pollution control bonds that are classified as current portion of 
long-term debt because these bonds are subject to tender for purchase at the option of the holder and to mandatory 
tender for purchase upon the occurrence of certain events. These bonds include: 

(In millions) 

$ 13 
Carroll Co. 2002 Series A, due February 1, 2032, variable% . . . . . . . . . . . . . . . . . . . . .  21 
Carroll Co. 2002 Series B, due February 1, 2032, variable% . . . . . . . . . . . . . . . . . . . . .  2 

78 
Mercer Co. 2002 Series A, due February 1, 2032, variable% . . . . . . . . . . . . . . . . . . . . .  8 
Muhlenberg Co. 2002 Series A, due February I ,  2032, variable% . . . . . . . . . . . . . . . . .  2 
Carroll Co. 2004 Series A, due October 1, 2034, variable% . . . . . . . . . . . . . . . . . . . . . .  50 

. . . . . . . . . . . . . . . . . . . . . .  54 Carroll Co. 2006 Series B, due October 1, 2034, variable% 

Mercer Co. 2000 Series A, due May 1,2023, variable% . . . . . . . . . . . . . . . . . . . . . . . .  

Carroll Co. 2008 Series A, due February 1, 2032, variable% . . . . . . . . . . . . . . . . . . . . .  

- 

The average annualized interest rates for these bonds follow: 
September 30, 
2010 2009 - -  

Three months ended. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.37% 0.51% 
Nine months ended . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.36% 0.65% 

Pollution control bonds are obligations of KU issued in connection with tax-exempt pollution control bonds 
issued by counties in Kentucky. A loan agreement obligates the Company to make debt service payments to the 
counties that equate to the debt service due from the counties on the related pollution control bonds. The loan 
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agreement is an unsecured obligation of the Company. Debt issuance expense is capitalized in either regulatory 
assets or current or long-term other assets and amortized over the lives of the related bond issues, consistent with 
regulatory practices. 

In October 2010, KU’s pollution control bonds were converted from unsecured debt to debt which is 
collateralized by first mortgage bonds. Also in October 2010, one national rating agency revised downward the 
short-term credit rating of the pollution control bonds and the Company’s issuer rating as a result of the pending 
acquisition by PPL. 

Several of the KU pollution control bonds are insured by monoline bond insurers whose ratings have been 
reduced due to exposures relating to insurance of sub-prime mortgages. At September 30, 2010, K1J had an 
aggregate $35 1 million of outstanding pollution control indebtedness, of which $96 million is in the foim of insured 
auction rate securities wherein interest rates are reset every 35 days via an auction process. Beginning in late 2007, 
the interest rates on these insured bonds began to increase due to investor concerns about the creditworthiness of the 
bond insurers. Since 2008, the Company experienced “failed auctions” when there were insufficient bids for the 
bonds. When a failed auction occurs, the interest rate is set pursuant to a formula stipulated in the indenture. 

The average annualized intercst rates on the auction rate bonds follow: 

September 30, 
2010 2009 - -  

Three months ended. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.61% 0.34% 
Nine months ended . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.50% 0.51% 

The instruments governing these auction rate bonds permit KU to convert the bonds to other interest rate 
modes, such as various short-term variable rates, long-term fixed rates or intermediate-term fixed rates that are reset 
infrequently. In June 2009, one national rating agency downgraded the credit rating of an insurer of the Company’s 
bonds. As a result, the national rating agency downgraded the rating on the Carroll County 2002 Series C bond. The 
national agency’s rating of this bond is now based on the rating of the Company rather than the rating of the insurer 
since the Company’s rating is higher. 

The Company participates in an intercompany money pool agreement wherein E.ON 1J.S. and/or LG&E make 
funds available to KU at market-based rates (based on highly rated commercial paper issues) up to $400 million. 
Details of the balances are as follows: 

Total Money Amount Balance Average 
Pool Available Outstanding Available Interest Rate 

(In millions) 

September 30,2010 . . . . . . . . . . . . . . . . . . . .  $400 $6 1 $339 0.28% 
December 31, 2009 . . . . . . . . . . . . . . . . . . . .  $400 $45 $355 0.20% 

E.ON U S .  maintained revolving credit facilities totaling $313 million at September 30, 2010 and Decem- 
ber 31, 2009, to ensure funding availability for the money pool. At September 30, 2010, one facility, totaling 
$1.50 million, was with E.ON North America, Inc. while the remaining line, totaling $163 million, was with Fidelia; 
both are affiliated companies. The balances are as follows: 

Total Amount Balance Average 
Available Outstanding Available Interest Rate 

(In millions) 

September 30,2010 . . . . . . . . . . . . . . . . . . . . . . .  $313 $181 $132 1.44% 
December 31,2009. . . . . . . . . . . . . . . . . . . . . . . .  $313 $276 $ 37 1.25% 

As of September 30, 2010, the Company maintained a $35 million bilateral line of credit, maturing in June 
2012, with an unaffiliated financial institution. At September 30,2010, there was no balance outstanding under this 
facility. The Company also maintains letter of credit facilities that support $195 million ofthe $228 million of bonds 
that can be put back to the Company. Should the holders elect to put the bonds back and they cannot be remarketed, 
the letter of credit would fund the investor’s payment. 
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There were no redemptions or issuances of long-term debt year-to-date through September 30,2010. KU was 
in compliance with all debt covenants at September 30, 2010 and December 31, 2009. See Note 1, General, for 
certain debt refinancing and associated transactions which are anticipated by KU in connection with the PPL 
acquisition and Note 10, Related Party Transactions, for long-term debt payable to affiliates. 

Note 9 - Commitments and Contingencies 

Except as may be discussed in this quarterly report (including Note 2, Rates and Regulatory Matters), material 
changes have not occurred in the current status of various commitments or contingent liabilities from that discussed 
in the Company’s Annual Report for the year ended December 31,2009 (including, but not limited to Note 2, Rates 
and Regulatory Matters; Note 9, Commitments and Contingencies; and Note 12, Subsequent Events, contained 
therein). See the Company’s Annual Report regarding such commitments or contingencies. 

Letters of Credit 

KU has provided Ietters of credit as of September 30, 2010 and December 31, 2009, for on-balance sheet 
obligations totaling $198 million to support bonds of $195 million and a letter of credit for off-balance sheet 
obligations totaling less than $1 million to support certain obligations related to workers’ compensation. 

Owensboro Contract Litigation and Contract Termination 

In May 2004, the City of Owensboro, Kentucky and OMU commenced a suit against KU concerning a long- 
term power supply contract (the “OMU Agreement”) with KU. In May 2009, K‘IJ and OMU executed a settlement 
agreement resolving the matter on a basis consistent with prior court rulings, and the Company has received the 
agreed settlement amounts. Pursuant to the settlement’s operation, the OMU agreement terminated in May 2010. In 
connection with such termination, KTJ has recorded a net receivable totaling $4 million reflecting its estimate of 
remaining adjustments concerning prior accruals. The parties are engaged in discussions to resolve those remaining 
adjustments. 

Construction Program 

KU had approximately $167 million of commitments in connection with its construction program at 
September 30, 2010. 

In June 2006, the Companies entered into a construction contract regarding the TC2 prqject. The contract is 
generally in the form of a lump-sum, turnkey agreement for the design, engineering, procurement, construction, 
commissioning, testing and delivery of the project, according to designated specifications, terms and conditions. 
The contract price and its components are subject to a number of potential adjustments which may serve to increase 
or decrease the ultimate construction price paid or payable to the contractor. During 2009 and 2010, the Companies 
received several contractual notices from the TC2 construction contractor asserting historical force majeure and 
excusable event claims for a number of ad,justments to the contract price, construction schedule, commercial 
operations date, liquidated damages or other relevant provisions. In September 2010, the Companies and 
construction contractor agreed to a settlement to resolve certain force majeure and excusable event claims 
occurring through July 2010, under the TC2 construction contract, which settlement provided for a limited, 
negotiated extension of the contractual commercia1 operations date and/or relief from liquidated damages 
calculations. During commissioning activities in the second and third quarters, separate delays have occurred 
related to burner malfunctions and an excitation transformer failure. Certain temporary or permanent repairs for 
both matters have been completed, are underway or are planned for appropriate future outage periods. Commis- 
sioning steps resumed in October 2010, and a revised commercial operations date is currently expected by year end. 
The parties are analyzing the treatment of these additional delays under the liquidated damages provisions of the 
construction agreement. The Companies cannot currently estimate the ultimate outcome of these matters, including 
the extent, if any, that such outcome may result in materially increased costs for the construction of TC2, further 
changes in the TC2 construction completion or commercial operation dates or potential effects on IeveIs of power 
purchases or wholesale sales due to such changed dates. 
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TC2 Air Permit 

The Sierra Club and other environmental groups filed a petition challenging the air permit issued for the TC2 
baseload generating unit which was issued by the KDAQ in November 2005. In September 2007, the Secretary of 
the Kentucky Environmental and Public Protection Cabinet issued a final Order upholding the permit. The 
environmental groups petitioned the EPA to ob,ject to the state permit and subsequent permit revisions. In 
determinations made in September 2008 and June 2009, the EPA rejected most of the environmental groups’ 
claims, but identified three permit deficiencies which the KDAQ addressed by revising the permit. In August 2009, 
the EPA issued an Order denying the remaining claims with the exception of two additional deficiencies which the 
KDAQ was directed to address. The EPA determined that the proposed permit subsequently issued by the KDAQ 
satisfied the conditions of the EPA Order although the agency recommended certain enhancements to the 
administrative record. In January 201 0, the KDAQ issued a final permit revision incorporating the proposed 
changes to address the EPA objections. In March 2010, the environmental groups submitted a petition to the EPA to 
object to the permit revision, which is now pending before the EPA. The Company believes that the final permit as 
revised should not have a material adverse effect on its financial condition or results of operations. However, until 
the EPA issues a final ruling on the pending petition and all applicable appeals have been exhausted, the Company 
cannot predict the final outcome of this matter. 

Thermostat Replacement 

During January 201 0, the Companies announced a voluntary plan to replace certain thermostats, which had 
been provided to customers as part of the Companies’ demand reduction programs, due to conceins that the 
thermostats may present a safety hazard. IJnder the plan, the Companies have replaced approximately 90% of the 
estimated 14,000 theimostats that need to be replaced. Total estimated costs associated with the replacement 
program are $2 million. However, the Companies cannot fully predict the ultimate outcome of the replacement 
program or other effects or developments which may be associated with the thermostat replacement matter at this 
time. 

OVEC 

KU holds a 2.5% investment interest in OVEC with 10 other electric utilities. KU is not the primary 
beneficiary; therefore the investment is not consolidated into the Company’s financial statements, but is recorded on 
the cost basis. OVEC is located in Piketon, Ohio, and owns and operates two coal-fired power plants, Kyger Creek 
Station in Ohio, and Clifty Creek Station in Indiana. KU is contractually entitled to 2.5% of OVEC’s output, 
approximately 55 Mw of generation capacity. Pursuant to the OVEC power purchase contract, the Company may be 
conditionally responsible for a 2.5% pro-rata share of certain obligations of OVEC under defined circumstances. 
These contingent liabilities may include unpaid OVEC indebtedness as well as shortfall amounts in certain excess 
decommissioning costs and post-retirement benefits other than pension. KU’s potential proportionate share of 
OVEC’s September 30, 2010 outstanding debt was $35 million. 

Environmental Matters 

The Company’s operations are subject to a number of environmental laws and regulations in each of the 
jurisdictions in which it operates governing, among other things, air emissions, wastewater discharges, the use, 
handling and disposal of hazardous substances and wastes, soil and groundwater contamination and employee 
health and safety. As indicated below and summarized at the conclusion of this section, evolving environmental 
regulations will likely increase the level of capital and operating and maintenance expenditures incurred by the 
Company during the next several years. Based on prior regulatory precedent, the Company believes that many costs 
of complying with such pending or future requirements would likely be recoverable under the ECR or other 
potential cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 

Ambierif Air QmZit)i The Clean Air Act requires the EPA to peiiodically review the available scientific data 
for six criteria pollutants and establish concentration levels in the ambient air sufficient to protect the public health 
and welfare with an extra margin for safety. These concentration levels are known as NAAQS. Each state must 
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identify “nonattainment areas” within its boundaiies that fail to comply with the NAAQS and develop a SIP to bring 
such nonattainment areas into compliance. If a state fails to develop an adequate plan, the EPA must develop and 
implement a plan. As the EPA increases the stringency of the NAAQS through its periodic reviews, the attainment 
status of various areas may change, thereby triggering additional emission reduction obligations under revised SIPs 
aimed to achieve attainment. 

In 1997, the EPA established new NAAQS for ozone and fine particulates that required additional reductions in SO, 
and NOx emissions from power plants. In 1998, the EPA issued its final “NOx SIP Call” rule rcquiring reductions in NOx 
emissions of approximately 85% from 1990 levels in order to mitigate ozone transport from the midwestern 1J.S. to the 
northeastern US.  To implement the new federal requirements, Kentucky amended its SIP in 2002 to require electiic 
generating units to reduce their NOx emissions to 0.15 pounds weight per MMBtu on a company-wide basis. In 2005, the 
EPA issued the CAlR which required additional SOz emission reductions of 70% and NOx emission reductions of 65% 
from 2003 levels. The C A E  provided for a two-phase cap and trade program, with initial reductions of NOx and SOz 
emissions due by 2009 and 2010, respectively, and final reductions due by 2015. In 2006, Kentucky proposed to amend 
its SIP to adopt state requirements similar to those under the federal CAIR. 

In July 2008, a federal appeals court issued a ruling finding deficiencies in the CAIR and vacating it. In 
December 2008, the Court amended its previous Order, directing the EPA to promulgate a new regulation but 
leaving the CAIR in place in the interim. The remand of the CAIR results in some uncertainty with respect to certain 
other EPA or state piograms and proceedings and the Companies’ compliance plans relating thereto due to the 
interconnection of the CAIR with such associated programs. 

In January 2010, the EPA proposed a revised NAAQS for ozone which would increase the stringency of the 
standard. In addition, the EPA published final revised NAAQS standards for nitrogen dioxide (“NO,”) and SOz in 
February 2010 and June 2010, respectively, which are more stringent than previous standards. Depending on the level of 
action determined necessary to bring local nonattainment areas into compliance with the revised NAAQS standards, 
KIJ’s power plants are potentially subject to requirements for additional reductions in SO, and NOx emissions. 

In July 20 IO, the EPA issued the proposed CATR, which serves to replace the C A R .  The CATR provides for a 
two-phase SOz reduction program with Phase I reductions due by 2012, and Phase TI reductions due by 2014. The 
CATR provides for NOx reductions in 2012, but the EPA advised that it is studying whether additional NOx 
reductions should be required for 2014. The CATR is more stringent than the CAIR as it accelerates certain 
compliance dates and provides for only intrastate and limited interstate trading of emission allowances. In addition 
to its preferred approach, the EPA is seeking comment on an alternative approach which would provide for 
individual emission limits at each power pIant. The EPA has announced that it will propose additional “transport” 
rules to address compliance with ievised NAAQS standards for ozone and particulate matter which will be issued by 
the EPA in the future, as discussed below. 

Hu?ar-duus Air Pullutnrits. As provided in the Clean Air Act, the EPA investigated hazardous air pollutant 
emissions from electric ut es and submitted a report to Congress identifying mercury emissions from coal-fired 
power plants as warranting further study. In 200.5, the EPA issued the CAMR establishing mercury standards for 
new power plants and requiring all states to issue new SIPs including mercury requirements for existing power 
plants. The EPA issued a model rule which provides for a two-phase cap and trade program with initial reductions 
due by 2010, and final reductions due by 201 8. The CAMR provided for reductions of 70% from 2003 levels. The 
EPA closely integrated the CAMR and CAIR programs to ensure that the 2010 mercury reduction targets would be 
achieved as a “co-benefit” of the controls installed for purposes of compliance with the CAIR. 

In February 2008, a federal appellate court issued a decision vacating the CAMR. The EPA has entered into a 
consent decree requiring it to promulgate a utility Maximum Achievable Control Technology rule to replace the 
CAMR with a proposed rule due by Maich 201 I ,  and a final rule due by November 201 I .  Depending on the final 
outcome of the rulemaking, the CAMR could be replaced by new rules with different or more stringent 
requirements for reduction of mercury and other hazardous air pollutants. Kentucky has also repealed its 
corresponding slate mercury regulations. 

Acid Rcziri Prugr-nrn. The Clean Air Act imposed a two-phased cap and trade program to reduce SO, 
emissions from powei plants that were thought to contribute to “acid rain” conditions in the northeastern 1J.S. The 
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Clean Air Act also contains requirements for power plants to reduce NOx emissions thi-ough the use of available 
combustion controls. 

Regio~iril Ha7e. The Clean Air Act also includes visibility goals for certain federally designated areas, 
including national pal ks, and requires states to submit SIPs that will demonstrate reasonable progress toward 
preventing future impairment and remedying any existing impairment of visibility in those areas. In 2005, the EPA 
issued its Clean Air Visibility Rule detailing how the Clean Air Act’s BART requirements will be applied to 
facilities, including power plants, buiit between 1962 and 1974 that emit certain levels of visibility impairing 
pollutants. Under the final rule, as the CAIR provided for more visibility improvement than BART, states are 
allowed to substitute CAIR requirements in their regional haze SIPs in lieu of controls that would otherwise be 
required by BART. The final rule has been challenged in the courts. Additionally, because the regional haze SIPs 
incorporate certain CAIR requirements, the remand of the CAIR could potentially impact regional haze SIPS. See 
“Ambient Air Quality” above for a discussion of CAIR-ielated uncertainties. 

bistallritiori of Polliitiori Co/itrols. Many of the programs under the Clean Ail Act utilize cap and trade 
mechanisms that require a company to hold sufficient emissions allowances to cover its authorized emissions on a 
company-wide basis and do not require installation of pollution controls on every generating unit. TJnder cap and trade 
programs, companies are free to focus their pollution control efforts on plants where such controls are particularly 
efficient and utilize the resulting emission allowances for smaller plants where such controls are not cost effective. KTJ 
met its Phase I SOz requirements primarily through installation of FGD equipment on Ghent TJnit 1. KTJ’s strategy for its 
Phase II SO2 requirements, which commenced in 2000, includcs the installation of additional FGD equipment, as well as, 
using accumulated emission allowances and fuel switching to defer certain additional capital expenditures. In order to 
achieve the NOx emission ieductions mandated by the NOx SIP Call, KU installed additional NOx controls, including 
SCR technology, during the 2000 through 2009 time period at a cost of$221 million. In 2001, the Kentucky Commission 
granted approval to recover the costs incurred by KU for these projects through the ECR mechanism. Such monthly 
recoveiy is subject to periodic review by the Kentucky Commission. 

In order to achieve currently mandated emissions reductions, KTJ expects to incur additional capital expen- 
ditures totaling approximately $285 million during the 2010 through 2012 time period for pollution controls 
including FGD and SCR equipment and additional operating and maintenance costs in operating such controls. In 
2005, the Kentucky Commission granted approval to recover the costs incurred by the Company for these projects 
through the ECR mechanism. Such monthly recovery is subject to periodic review by the Kentucky Commission. 
KTJ believes its costs in reducing SO,, NOx and mercury emissions to be comparable to those of similarly situated 
utilities with like generation assets. KTJ’s compliance plans are subject to many factors including developments in 
the emission allowance and fuels markets, future legislative and regulatory enactments, legal proceedings and 
advances in clean air technology. KU will continue to monitor these developments to ensure that its environmental 
obligations are met in the most efficient and cost-effective manner. See “Ambient Air Quality” above for a 
discussion of CAIR-related uncertainties. 

GHG Develuprnerits. In 2005, the Kyoto Protocol for reducing GHG emissions took effect, obligating 37 
industrialized countries to undertake substantial reductions in GHG emissions. The U S .  has not ratified the Kyoto 
Protocol and there are currently no mandatory GHG emission reduction requirements at the federal level. As 
discussed below, legislation mandating GHG reductions has been introduced in the Congress, but no federal 
legislation has been enacted to date. In the absence of a program at the federal level, various states have adopted 
their own GHG emission reduction programs, including 11 northeastern 1J.S. states and the District of Columbia 
under the Regional GHG Initiative program and California. Substantial efforts to pass federal GHG legislation are 
on-going. The current administration has announced its support for the adoption of mandatory GHG reduction 
requirements at the federal level. Thc IJnited States and other countries met in Copenhagen, Denmark in December 
2009, in an effort to negotiate a GHG reduction treaty to succeed the Kyoto Protocol, which is set to expire in 2013. 
In Copenhagen, the TIS. made a nonbinding commitment to, among other things, seek to reduce GHG emissions to 
17% below 200.5 levels by 2020 and provide financial support to developing countries. The TJnited States and other 
nations are scheduled to meet in Cancun, Mexico in late 2010 to continue negotiations toward a binding agreement. 

KU is monitoiing on-going efforts to enact GHG reduction requirements and require- 
ments goveining carbon sequestration at the state and federal level and is assessing potential impacts of such 

GHG Legishtio/i. 
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programs and strategies to mitigate those impacts. In June 2009, the U.S. House of Representatives passed the 
American Clean Energy and Security Act of 2009, which is a comprehensive energy bill containing the first-ever 
nation-wide GHG cap and trade program. The bill would provide for reductions in GHG emissions of 3% below 
2005 levels by 201 2,17% by 2020 and 83% by 2050. In order to cushion potential rate impacts for utility customers, 
approximately 43% of emissions allowances would initially be allocated at no cost to the electric utility sector, with 
this allocation gradually declining to 7% in 2029 and zero thereafter. The bill would also establish a renewable 
electricity standard requiring utilities to meet 20% of their electricity demand through renewable energy and energy 
efficiency by 2020. The bill contains additional provisions regarding carbon capture and sequestration, clean 
transportation, smart grid advancement, nuclear and advanced technologies and energy efficiency. 

In September 2009, the Clean Energy Jobs and American Power Act, which is largely patterned on the House 
legislation, was introduced in the U S .  Senate. The Senate bill raises the emissions reduction target for 2020 to 20% 
below 2005 levels and does not include a renewable electricity standard. While the initial bill lacked detailed 
provisions for the allocation of emissions allowances, a subsequent revision incorporated allowance allocation 
provisions similar to the House bill. In 2010, Senators Keiry and Lieberman and others have undertaken additional 
work to draft GHG legislation but have introduced no bill in the Senate to date. In July 2010, Senate Majority Leader 
Reid announced that he did not anticipate that GHG legislation would be brought to the Senate floor in the current 
session. The Company is closely monitoring the progress of pending energy legislation, but the prospect for passage 
of comprehensive GHG legislation in 2010 is uncertain. 

GHG Regdatior7s. In April 2007, the US.  Supreme Court ruled that the EPA has the authority to regulate GHG 
under the Clean Air Act. In April 2009, the EPA issued a proposed endangerment finding concluding that GHGs 
endanger public health and welfare, which is an initial rulemaking step under the Clean Air Act. A final endangerment 
finding was issued in December 2009. In September 2009, the EPA issued a final GHG reporting iule requiring reporting 
by facilities with annual GHG emissions equivalent to at least 25,000 tons of carbon dioxide. A number of the 
Company’s facilities will be required to submit annual reports commencing with calendar year 2010. In May 2010, the 
EPA issued a final GHG “tailoring” rule requiring new or modified sources with GHG emissions equivalent to at least 
75,000 tons of carbon dioxide to obtain permits under the Prevention of Significant Deterioration Program. Such new or 
modified facilities would be required to install Best Available Control Technology. While the Company is unaware of 
any currently available GHG control technology that might be required for installation on new or modified power plants, 
it is currently assessing the potential impact of the rule. The final rule will apply to new and modified power plants 
beginning in January 201 1. The Company is unable to predict whether mandatory GHG reduction requirements will 
ultimately be enacted through legislation or regulations. 

GHG Litigntiou. A number of lawsuits have been filed asserting common law claims including nuisance, 
trespass and negligence against various companies with GHG emitting facilities. In October 2009, a three judge 
panel of the United States Court of Appeals for the 5th Circuit in the case of Comer v. Murphy Oil reversed a lower 
court, holding that private plaintiffs have standing to assert certain common law claims against more than 30 utility, 
oil, coal and chemical companies. In March 2010, the court vacated the opinion of the three-judge panel and granted 
a motion for rehearing but subsequently denied the appeal due to the lack of a quorum. The appellate ruling leaves in 
effect the lower court ruling dismissing the plaintiffs’ claims. The petitioners filed a petition for a writ of mandamus 
with the Supreme Court in August 2010. The Comer complaint alleges that GHG emissions from the defendants’ 
facilities contributed to global warming which increased the intensity of Hurricane Katrina. E.ON, the indirect 
parent of the Companies, was included as a defendant in the complaint but has not been subject to the proceedings 
due to the failure of the plaintiffs to pursue service under the applicable international procedures. The Companies 
are currently unable to predict further developments in the Comer case and continue to monitor relevant GHG 
litigation to identify judicial developments that may be potentially relevant to their operations. 

GIzetit Opacity NOV; In September 2007, the EPA issued an NOV alleging that KU had violated certain 
provisions of the Clean Air Act’s operating rules relating to opacity during June and July of 2007 at IJnits 1 and 3 of 
KU’s Ghent generating station. The parties have met on this matter and KIJ has received no further communications 
from the EPA. The Company is not able to estimate the outcome or potential effects of these matters, including 
whether substantial fines, penalties or remedial measures may result. 
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Glzerzt New Soiirce Review NOV In March 2009, the EPA issued an NOV alleging that KU violated certain 
provisions of the Clean Air Act’s rules governing new source review and prevention of significant deterioration by 
installing FGD and SCR controls at its Ghent generating station without assessing potential increased sulfuric acid 
mist emissions. KU contends that the work in question, as pollution control projects, was exempt from the 
requirements cited by the EPA. In December 2009, the EPA issued a Section 114 information request seeking 
additional information on this matter. In March 201 0, the Company received an EPA settlement proposal providing 
for imposition of additional permit limits and emission controls and anticipates continued settlement negotiations 
with the EPA. Depending on the provisions of a final settlement or the results of litigation, if any, resolution of this 
matter could involve significant increased operating and capital expenditures. The Company is currently unable to 
determine the final outcome of this matter or the impact of an unfavorable determination on the Company’s 
financial position or results of operations. 

Ash Poiids mid Coal-Cordmtioii Byprodiicts. The EPA has undertaken various initiatives in response to the 
December 2008 impoundment failure at the Tennessee Valley Authority’s Kingston power plant, which resulted in a 
major release of coal combustion byproducts into the environment. The EPA issued information requests to utilities 
throughout the country, including KU, to obtain information on their ash ponds and other impoundments. In 
addition, the EPA inspected a large number of impoundments located at power plants to determine their structural 
integrity. The inspections included several of KU’s impoundments, which the EPA found to be in satisfactory 
condition. In June 2010, the EPA published proposed regulations for coal combustion byproducts handled in 
landfills and ash ponds. The EPA has proposed two alternatives: (1) regulation of coal combustion byproducts in 
landfills and ash ponds as a hazardous waste or (2) regulation of coal combustion byproducts as a solid waste with 
minimum national standards. Under both alternatives, the EPA has proposed safety requirements to address the 
structuial integrity of ash ponds. In addition, the EPA will consider potential refinements of the provisions for 
beneficial reuse of coal combustion byproducts. 

Water Discharges arid PCB Regiilatioris. The EPA has also announced plans to develop revised effluent 
limitation guidelines governing discharges from power plants and standards for cooling water intake structures. The 
EPA has further announced plans to develop revised standards governing the use of polychlorinated biphenyls 
(“PCB”) in electrical equipment. The Company is monitoring these ongoing regulatory developments but will be 
unable to determine the impact until such time as new rules are finalized. 

Iiiipact of Peridiiig m c l  Fiiture Erivirorzriiental Developineiits. As a company with significant coal-fired 
generating assets, KU will likely be substantially impacted by pending or future environmental rules or legislation 
requiring mandatory reductions in GHG emissions or other air emissions, imposing more stringent standards on 
discharges to waterways, or establishing additional requirements for handling or disposal of coal combustion 
byproducts. These evolving environmental regulations will likely require an increased level of capital expenditures 
and increased incremental operating and maintenance costs by the Company over the next several years. Due to the 
uncertain nature of the final regulations that will ultimately be adopted by the EPA, including the reduction targets 
and the deadlines that will be applicable, the Company cannot finalize estimates of the potential compliance costs, 
but should the final rules incorporate additional emission reduction requirements, require more stringent emissions 
controls or implement more stringent byproducts storage and disposal practices, such costs will likely be 
significant. With respect to NAAQS, CATR, CAMR replacement and coal combustion byproducts developments, 
based on a preliminary analysis of proposed regulations, the Company may be required to consider actions such as 
upgrading existing emissions controls, installing additional emissions controls, upgrading byproducts disposal and 
storage and possible early replacement of coal-fired units. Capital expenditures for KIJ associated with such actions 
are preliminarily estimated to be in the $1.7 billion range over the next 10 years, although final costs may 
substantially vary. With respect to potential developments in water discharge, revised PCB standards or GHG 
initiatives, costs in such areas cannot be estimated due to the preliminary status or uncertain outcome of such 
developments, but would be in addition to the above amount and could be substantial. Ultimately, the precise impact 
on the Company’s operations of these various environmental developments cannot be determined prior to the 
finalization of such requirements. Based on prior regulatory precedent, the Company believes that many costs of 
complying with such pending or future requirements would likely be recoverable under the ECR or other potential 
cost-recovery mechanisms, but the Company can provide no assurance as to the ultimate outcome of such 
proceedings before the regulatory authorities. 
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TC2 Water Permit. In May 2010, the Kentucky Waterways Alliance and other environmental groups filed a 
petition with the Kentucky Energy and Environment Cabinet challenging the Kentucky Pollutant Discharge 
Elimination System permit issued in April 2010, which covers water discharges from the Trimble County 
generating station. In October 2010, the hearing officer issued a report and recommended order providing for 
dismissal of the claims raised by the petitioners. IJntil such time as the Secretary issues a final order of the agency 
and all appeals are exhausted, the Company is unable to predict the outcome or precise impact of this matter. 

Gerierd Ern~irorzrizerztd Proceedings. From time to time, KIJ appears before the EPA, various state or local 
regulatory agencies and state and federal courts regarding matters involving compliance with applicable envi- 
ronmental laws and regulations. Such matters include aprior Section 114 information request from the EPA relating 
to new-source issues at KIJ’s Ghent unit 2; completed settlement with state regulators regarding compliance with 
particulate limits in the air permit for KIJ’s Tyrone generating station; remediation activities for or other risks 
relating to elevated PCB levels at existing properties; liability under the Comprehensive Environmental Response, 
Compensation and Liability Act for cleanup at various off-site waste sites; and claims regarding the GHG emissions 
from the Company’s generating stations. Based on analysis to date, the resolution of these matters is not expected to 
have a material impact on the Company’s operations. 

Note 10 - Related Party Transactions 

KU, subsidiaries of E.ON U.S. and subsidiaries of E.ON engage in related party transactions. Transactions 
between KU and E.ON U.S. subsidiaries are eliminated on consolidation of E.ON U S .  Transactions between KIJ 
and E.ON subsidiaries are eliminated on Consolidation of E.ON. These transactions are generally performed at cost 
and are in accordance with FERC regulations under the Public TJtility Holding Company Act of 2005 and the 
applicable Kentucky Commission and Virginia Commission regulations. The significant related party transactions 
are disclosed below. 

Intercompany Wholesale Sales and Purchases 

KIJ and LG&E jointly dispatch their generation units with the lowest cost generation used to serve their retail 
native load. When LG&E has excess generation capacity after serving its own retail native load and its generation 
cost is lower than that of KTJ, KIJ purchases electricity from LG&E. When KIJ has excess generation capacity after 
serving its own retail native load and its generation cost is lower than that of L.G&E, LG&E purchases electricity 
from KIJ. These transactions are recorded as intercompany wholesale sales and purchases are recorded by each 
company at a price equal to the seller’s fuel cost. Savings realized from purchasing electricity intercompany instead 
of generating from their own higher costs units or purchasing from the market are shared equally between the two 
Companies. The volume of energy each company has to sell to the other is dependent on its native load needs and its 
available generation. 

These sales and purchases are included in the statements of income as operating revenues, power purchased 
expenses and other operation and maintenance expenses. KIJ’s intercompany electric revenues and power 
purchased expense were as follows: 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2010 2009 2010 2009 
(In millions) 

---- 
Electric operating revenues from LG&E. . . . . . . . . $ 3 $ 2  $13 $18 
Power purchased and related operations and 

maintenance expenses from L,G&E. . . . . . . ~ . . . . 22 22 71 82 

Interest Charges 

See Note 8, Short-Term and Long-Term Debt, for details of intercompany borrowing arrangements. Inter- 
company agreements do not require interest payments for receivables related to services provided when settled 
within 30 days. 
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KU's interest expense to affiliated companies was as follows: 
Three Months Ended Nine Months Ended 

September 30, September 30, 
2010 2009 2010 2009 

(In millions) 
~~-~ 

Interest on Fidelia loans . . . . . . . . . . . . . . . . . . . . .  $18 $18 $5.5 $5 I 

Interest expense paid to E.ON U S .  on the money pool ai-rangement was less than $1 million for the three and 
nine months ended September 30, 2010 and 2009. 

Dividends 

In September 2010, the Company paid dividends of $50 million to its common shareholder, E.ON 1J.S. 

CaDital Contributions 

In March and June 2009, the Company received capital contributions of $SO million and $2.5 million, 
respectively, from its common shareholder, E.ON 1J.S. 

Other Intercompany Billings 

Servco provides the Company with a variety of centralized administrative, management and support services. 
These services include payroll taxes paid by Servco on behalf of K'IJ, labor and burdens of Servco employees 
performing services for KU, coal purchases and other vouchers paid by Servco on behalf of KU. The cost of these 
services is directly charged to the Company, or for general costs which cannot be directly attributed, charged based 
on predetermined allocation factors, including the following ratios: number of customers, total assets, revenues, 
number of employees and other statistical information. These costs are charged on an actual cost basis. 

In addition, the Companies provide services to each other and to Servco. Billings between the Companies 
relate to labor and overheads associated with union and hourly employees performing work for the other utility, 
charges related to jointly-owned generating units and other miscellaneous charges. Billings from KTJ to Servco 
include cash received by Servco on behalf of KIJ, primarily tax settlements, and other payments made by the 
Company on behalf of other non-regulated busincsses which are reimbursed through Servco. 

Intercompany billings to and from KU were as follows: 
Three Months Ended Nine Months Ended 

2010 2009 2010 2009 
(In millions) 

_. September 30, September 30, 

- - - - -  

Servco billings to KU . . . . . . . . . . . . . . . . . . . . . . .  $64 $43 $181 $121 
KIJ billings to L.G&E I_ 

LG&E billings to KU . . . . . . . . . . . . . . . . . . . . . . .  
KU billings to Servco . . . . . . . . . . . . . . . . . . . . . . .  I 1  3 11  5 

. . . . . . . . . . . . . . . . . . . . . . .  16 1 63 
28 __. 47 - 
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Intercompany Balances 

The Company had the following balances with its affiliates: 
September 30, December 31, 

2010 2009 
(In millions) 

-.- -- 
Accounts receivable from E.ON U.S. . . . . . . . . . . . . . . . . . . . . . . . . .  $ - $ 9  
Accounts payable to LG&E. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17 53 
Accounts payable to Servco. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 20 
Accounts payable to E.ON U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 
Accounts payable to Fidelia. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18 1s 
Notes payable to E.ON U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  61 45 

__ 

Long-term debt to Fidelia (including current portion of $33 million). I . 1,331 1,331 

Note 11 - Subsequent Events 

these statements contain all necessary adjustments and disclosures resulting from that evaluation. 

collateralized by first mortgage bonds. See Note 1, General, and Note 8, Short-Term and Long-Term Debt. 

General. 

Subsequent events have been evaluated through October 29,2010, the date of issuance of these statements, and 

On October 29, 2010, KU’s pollution control bonds were converted from unsecured debt to debt which is 

On October 26,2010, the FERC issued an Order approving the acquisition of E.ON U.S. by PPL. See Note 1, 

On October 19,2010 and October 21,2010, respectively, the Virginia Commission and Tennessee Regulatory 
Authority issued Orders approving the acquisition of E.ON IJ.S. by PPL. On the same dates, KIJ received Virginia 
Commission and Tennessee Regulatory Authority approvals to complete certain refinancing transactions in 
connection with the anticipated PPL acquisition and other business factors. See Note I ,  General, and Note 8, 
Short-Term and Long-Term Debt. 
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Supplement, dated October 29,20 10 to Reoffering Circular dated December 10, 2008, as 
supplelnented as of December 16, 2008 (the “Reoffering Circular”) 

$12,900,000 
County of Mercer, Kentucky 
Solid Waste Disposal Facility Revenue Bonds, 2000 Series A 
(Kentucky Utilities Company Project) 

Effective as of October 29,2010, the above-referenced bonds (the “Bonds”) will be 
fiirther secured by the delivery to The Bank of New York Mellon, as trustee for the Bonds (the 
“Trustee”), of a tranche of first mortgage bonds of Kentucky Utilities Company (the 
“Company”). The principal amount, maturity date and interest rate (or method of determining 
interest rates) of such tranche of first mortgage bonds will be identical to the principal amount, 
maturity date and interest rate (or method of determining interest rates) of the Bonds. The first 
mortgage bonds will only be payable, and interest thereon will only accrue, as described herein. 
See “Security,” “Summary of the Loan Agreement - Issuance and Delivery of First Mortgage 
Bonds” and c‘Stmiinary of the First Mortgage Bonds” for inore information regarding the first 
mortgage bonds. The first mortgage bonds wiil not provide a direct source of liquidity to pay 
the purchase price of Bonds tendered for purchase in accordance with the Indenture (as 
hereinafter defined). 

Please be advised that, as reflected in the Company’s most recent financial statements 
that are filed on the Electronic Municipal Market Access (EMMA) system and are incorporated 
by reference herein, PPL Corporation has entered into an agreement with E.ON AG pursuant to 
which PPL, Corporation would purchase all of the ownership interests of E.ON U.S. L,LC, the 
Company’s parent. Consummation of the transaction is subject to customary closing conditions, 
including receipt of all required regulatory approvals. Subject to receipt of such approvals, the 
transaction is expected to close by the end of 201 0. If the transaction is completed, the Company 
will become an indirect wholly-owned subsidiary of PPL Corporation. 

Except as otherwise specified herein, information in the Reoffering Circular referred to 
above has not been amended or modified and the information contained herein is qualified by 
reference to, and should be read in conjunction with, the Reoffering Circular, including 
information incorporated therein by reference. Terms not otherwise defined herein shall have the 
meanings ascribed to them in such Reoffering Circular. 
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The section of the Reoffering Circular captioned “Sectrrity” is hereby amended to read in its 
entirety as follows: 

Security 

Payment of the principal of and interest and any premium on the Bonds will be secured 
by an assignment by the Issuer to the Trustee of the Issuer’s interest in and to the Loan 
Agreement and all payments to be made pursuant thereto (other than certain indemnification and 
expense payments). Ptirsuant to the Loan Agreement, the Company will agree to pay, among 
other things, amounts sufficient to pay the aggregate principal amount of and preinium, if any, on 
the Bonds, together with interest thereon as and when the saine become due. The Company 
further will agree to inale payments of the purchase price of the Bonds tendered for purchase to 
the extent that fiinds are not otherwise available therefor under the provisions of the Indenture. 

The payment of the principal of and interest and any premium on the Bonds will be 
further secured by a separate tranche of the Company’s First Mortgage Bonds, Collateral Series 
20 10 (the “First Mortgage Bonds”) to be issued under an Indenture, dated as of October 1,20 10, 
as supplemented (the “First Mortgage Indenture”), between the Company and The Rank of New 
York Mellon, as trustee (the “First Mortgage Trustee”). The principal amount of the First 
Mortgage Bonds will equal the principal amount of the Bands. If the Bonds become 
iintnediately due and payable as a result of a default in payment of the principal of, premium, if 
any, or interest on the Bonds, or a default in payment of the purchase price of such Bonds, due to 
an event of default under the Loan Agreement and upon receipt by the First Mortgage Trustee of 
a written demand from the Trustee for redemption of the First Mortgage Bonds, or if all first 
mortgage bonds outstanding under the First Mortgage Indenture shall have been iminediately due 
and payable, such First Mortgage Bonds will bear interest at the same interest rate or rates borne 
by the Bonds and the principal of such First Mortgage Bonds, together with interest accrued 
thereon from the last date or dates to which interest on the Bonds has been paid in fLi11, will be 
payable in accordance with the Supplemental Indenture. See “Summary of the First Mortgage 
Bonds.’’ 

The First Mortgage Bonds are not intended to provide a direct sotirce of liquidity to pay 
the purchase price of Bonds tendered for purchase in accordance with the Indenture. The First 
Mortgage Bonds are secured by a lien on certain property owned by the Company. In certain 
circumstances, the Company is permitted to reduce the aggregate principal amount of its First 
Mortgage Bonds held by the Trustee, but in no event to an amount lower than the aggregate 
outstanding principal amount of the Bonds. 

* * * * 
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The sections of the Reoffering Circular captioned “Sziinmary of the Loan Agreenient - Issuance 
and Deliveiy of First Mortgage Bonds”; ‘‘ - Insurance”; “ - Events of Defazill” and ‘‘ - 
Reniedies” are hereby added or amended, as applicable, to read in their entirety as follows: 

Summary of the Loan Agreement 

Issuance and Delivery of First Mortgage Bonds 

For the purpose of providing security for the Bonds, the Company will execute and 
deliver to the Trustee the First Mortgage Bonds. The principal amount of the First Mortgage 
Bonds executed and delivered to the Trustee will be equal to the aggregate principal amount of 
the Bonds. If the Bonds become iininediately due and payable as a result of a default in payment 
of the principal of, premium, if any, or interest on the Bonds, or a default in payment of the 
purchase price of such Bonds, due to an event of default under the L,oan Agreement and upon 
receipt by the First Mortgage Trustee of a written demand froin the Trustee for redemption of the 
First Mortgage Bonds, or if all first mortgage bonds outstanding under the First Mortgage 
Indenture shall have been immediately due and payable, such First Mortgage Bonds will bear 
interest at the same interest rate or rates borne by the Bonds and the principal of such First 
Mortgage Bonds, together with interest accrued thereon from the last date to which interest on 
the Bonds shall have been paid in full, will then be payable. See, however, “Summary of the 
Indenture - Waiver of Events of Default.” 

Upon payment of the principal of, premium, if any, and interest on any of the Bonds, and 
the surrender to and cancellation thereof by the Trustee, or upon provision for the payment 
thereof having been made in accordance with the Indenture, First Mortgage Bonds with 
corresponding principal amounts equal to the aggregate principal amount of the Bonds so 
surrendered and canceled or for the payment of which provision has been made, will be 
surrendered by the Trustee to the First Mortgage Trustee and will be canceled by the First 
Mortgage Trustee. The First Mortgage Bonds will be registered in the name of the Trustee and 
will be non transferable, except to effect transfers to any successor trustee under the Indenture. 

Insu ranee 

The Company has agreed to insure the Project in accordance with the provisions of the 
First Mortgage Indenture. 

Events of Default 

Each of the following events constitutes an “event of default” under the Loan Agreement: 

( 1 )  failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see “Summary of the Indenture - Defaults 
and Remedies”); 
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(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph ( 1 )  above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, but cannot be corrected in such 30-day period, it will not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company; 

(4) the occurrence of an event of default under the Indenture; or 

( 5 )  all first mortgage bonds outstanding under the First Mortgage Indenture, if 
not already due, shall have become immediately due and payable, whether by declaration 
or otherwise, and such acceleration shall not have been rescinded or annulled by the First 
Mortgage Trustee. 

Under the Loan Agreement, certain of the Company's obligations (other than the 
Company's obligations, among others, (i) not to permit any action which would result in interest 
paid on the Bonds being included in gross income for federal and Kentucky income taxes; (ii) to 
maintain its corporate existence and good standing, and to neither dispose of all or substantially 
all of its assets or consolidate with or merge into another corporation unless certain provisions of 
the Loan Agreement are satisfied; and (iii) to make loan payments and certain other payments 
under the provisions of the Loan Agreement) inay be suspended if by reason of force majeure (as 
defined in the Loan Agreement) the Company is unable to carry out such obligations. 

Remedies 

Upon the happening of an event of default under the Loan Agreement, the Trustee, on 
behalf of the Issuer, may, among other things, take whatever action at law or in equity may 
appear necessary or desirable to collect the arnoiints then due and thereafter to become due, or to 
enforce performance and observance of any obligation, agreement or covenant of the Company, 
under the Loan Agreement, including any remedies available in respect of the First Mortgage 
Bonds. 

In the event of a default in payment of the principal of, pretniurn, if any, or interest on the 
Bonds and the acceleration of the maturity date of the Bonds (to the extent not already due and 
payable) as a consequence of such event of default, the Trustee inay demand redemption of the 
First Mortgage Bonds. See "Surnmary of the First Mortgage Bonds" and "Suininary of the 
Indenture - Defaults and Remedies." Any amounts collected upon the happening of any such 
event of default will be applied in accordance with the Indenture or, if the Bonds have been fully 
paid (or provision for payment thereof has been made in accordance with the Indenture) and all 
other liabilities of the Company accrued under the Indenture and the Loan Agreement have been 
paid or satisfied, made available to the Company. 
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A new section is hereby added to the Reoffering Circular to read in its entirety as follows: 

Summary of the First Mortgage Bonds 

The following, in addition to the provisions contained elsewhere in this Reoffering 
Circzdar, is a brief description of certain provisions of the First Mortgage Bonds and the First 
Mortgage Indenlure. This description is only a szrniniaiy and does not pzr1y7or~ to he complete 
and definitive. Reference is made to the First Mortgage Indenture and to the form of the First 
Mortgage Bonds for the detailed provisions thereoj 

General 

The First Mortgage Bonds, in a principal amount equal to the principal amount of the 
Bonds, were issued as a new tranche from a new series of first mortgage bonds under the First 
Mortgage Indenture (see "Summary of the Loan Agreement - Issuance and Delivery of First 
Mortgage Bonds"). The statements herein made (being for the most part summaries of certain 
provisions of the First Mortgage Indenture) are subject to the detailed provisions of the First 
Mortgage Indenture, which is incorporated herein by this reference. Words or phrases italicized 
are defined in the First Mortgage Indenture. 

The First Mortgage Bonds will mature on the same date and bear interest at the same rate 
or rates as the Bonds; however, the principal of and interest on the First Mortgage Bonds will not 
be payable other than upon the occurrence of an event of default under the Loan Agreement. If 
the Bonds become iininediately due and payable as a result of a default in payment of the 
principal of, premium, if any, or interest on the Bonds, or a default in payment of the purchase 
price of such Bonds, due to an event of default under the Loan Agreement, and if all first 
mortgage bonds outstanding under the First Mortgage Indenture shall not have become 
immediately due and payable following an event of default under the First Mortgage Indenture, 
the Company will be obligated to redeem the First Mortgage Bonds upon receipt by the First 
Mortgage Trustee of a Redemption Demand from the Trustee for redemption, at a redemption 
price equal to the principal amount thereof plus accrued interest at the rates borne by the Bonds 
from the last date to which interest on the Bonds has been paid. 

The First Mortgage Bonds at all times will be in fiilly registered form registered in the 
name of the Trustee, will be non-negotiable, and will be non-transferable except to any successor 
trustee under the Indenture. Upon payment and cancellation of Bonds by the Trustee or the 
Paying Agent (other than any Bond or portion thereof that was canceled by the Trustee or the 
Paying Agent and for which one or more Bonds were delivered and authenticated pursuant to the 
Indenture), whether at maturity, by redemption or otherwise, or upon provision for the payment 
of the Bonds having been made in accordance with the Indenture, an equal principal amount of 
First Mortgage Bonds will be deemed fillly paid and the obligations of the Company thereunder 
will cease. 

Security; Lien of the First Mortgage Indenture 

General. Except as described below under this heading and under "- Issuance of 
Additional First Mortgage Bonds," and subject to the exceptions described under "- 
Satisfaction and Discharge," all first mortgage bonds issued under the First Mortgage Indenture, 
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including the Bonds, will be secured, equally and ratably, by the lien of the First Mortgage 
Indenture, which constitutes, subject to perinitted liens as described below, a first mortgage lien 
on substantially all of the Company’s real and tangible personal property located in Kentucky 
and used or to be used in connection with the generation, transmission and distribution of 
electricity (other than property duly released from the lien of the First Mortgage Indenture in 
accordance with the provisions thereof and other than excepted property, as described below). 
Property that is subject to the lien of the First Mortgage Indenture is referred to herein as 
“Mortgaged Property.” 

The Company may obtain the release of property from the lien of the First Mortgage 
Indenture from time to time, upon the bases provided for such release in the First Mortgage 
Indenture. See “- Release of Property.” 

The Company may enter into supplemental indentures with the First Mortgage Trustee, 
without the consent of the holders of the first mortgage bonds, in order to subject additional 
property (including property that would otherwise be excepted from such lien) to the lien of the 
First Mortgage Indenture. This property would constitute property additions and would be 
available as a basis for the issuance of additional first mortgage bonds. See “- Issuance of 
Additional First Mortgage Bonds.” 

The First Mortgage Indenture provides that after-acquired property (other than excepted 
properp) will be subject to the lien of the First Mortgage Indenture. However, in the case of 
consolidation or merger (whether or not the Company is the surviving company) or transfer of 
the Mortgaged Property as or substantially as an entirety, the First Mortgage Indenture will not 
be required to be a lien upon any of the properties either owned or subsequently acquired by the 
successor company except properties acquired from the Company in or as a result of such 
transfer, as well as improvements, extensions and additions (as defined in the First Mortgage 
Indenture) to such properties and renewals, replacements and substitutions of or for any part or 
parts thereof. See “- Consolidation, Merger and Conveyance of Assets as an Entirety.” 

Excepted Pi-opertv. The lien of the First Mortgage Indenture does not cover, among other 
things, the following types of property: property located outside of Kentucky and not specifically 
subjected or required to be subjected to the lien of the First Mortgage Indenture; property not 
used by the Company in its electric generation, transmission and distribution business; cash and 
securities not paid, deposited or held under the First Mortgage Indenture; contracts, leases and 
other agreements of all kinds, contract rights, bills, notes and other instruments, revenues, 
accounts receivable, claims, demands and judgments; governmental and other licenses, permits, 
franchises, consents and allowances; intellectual property rights and other general intangibles; 
vehicles, movable equipinent, aircraft and vessels; all goods, stock in trade, wares, merchandise 
and inventory held for the purpose of sale or lease in the ordinary course of business; materials, 
supplies, inventory and other personal property consuinable in the operation of the Company’s 
business; fuel; tools and equipment; furniture and furnishings; computers and data processing, 
telecoininunications and other facilities used primarily for administrative or clerical purposes or 
otherwise not used in connection with the operation or maintenance of electric generation, 
transmission and distribution facilities; coal, ore, gas, oil and other minerals and timber rights; 
electric energy and capacity, gas, steam, water and other products generated, produced, 
manufactured, purchased or otherwise acquired; real property and facilities used primarily for the 
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production or gathering of natural gas; property which has been released from the lien of the 
First Mortgage Indenture; and leasehold interests. Property of the Company not covered by the 
lien of the First Mortgage Indenture is referred to herein as excepted property. Properties held 
by any of the Company’s subsidiaries, as well as properties leased from others, would not be 
subject to the lien of the First Mortgage Indenture. 

PernzittedLiens. The lien of the First Mortgage Indenture is subject to permitted liens 
described in the First Mortgage Indenture. Such permitted liens include liens existing at the 
execution date of the First Mortgage Indenture, purchase money liens and other liens placed or 
otherwise existing on property acquired by the Company after the execution date of the First 
Mortgage Indenture at the time the Company acquires it, tax liens and other governmental 
charges which are not delinquent or which are being contested in good faith, mechanics’, 
construction and materialmen’s liens, certain judgment liens, easements, reservations and rights 
of others (including governmental entities) in, and defects of title to, the Company’s property, 
certain leases and leasehold interests, liens to secure public obligations, rights of others to take 
minerals, timber, electric energy or capacity, gas, water, steam or other products produced by the 
Company or by others on the Company’s property, rights and interests of persons other than the 
Company arising out of agreements relating to the coininon ownership or joint use of property, 
and liens on the interests of such persons in such property and liens which have been bonded or 
for which other security arrangements have been made. 

The First Mortgage Indenture also provides that the First Mortgage Trustee will have a 
lien, prior to the lien on behalf of the holders of the first mortgage bonds, including the First 
Mortgage Bonds, upon the Mortgaged Property as security for the Company’s payment of its 
reasonable compensation and expenses and for indemnity against certain liabilities. Any such 
lien would be a permitted lien under the First Mortgage Indenture. 

Issuance of Additional First Mortgage Bonds 

The inaxitnuin principal arnount of first mortgage bonds that may be authenticated and 
delivered under the First Mortgage Indenture is subject to the issuance restrictions described 
below; provided, however, that the maximum principal amount of first mortgage bonds 
outstanding at any one time shall not exceed One Quintillion Dollars 
($1 ,OOO,OOO,OOO,OOO,OOO,OOO), which amount may be changed by supplemental indenture. First 
mortgage bonds of any series may be issued fiorn time to time on the basis of, and in an 
aggregate principal amount not exceeding: 

0 66 213% of the cost or fair value to the Company (whichever is less) ofproperty additions 
(as described below) which do not constitutefilndecIyroper.ty (generally, property additions 
which have been made the basis of the authentication and delivery of first mortgage bonds, 
the release of Mortgaged Property or the withdrawal of cash, which have been substituted 
for retired firnded property or which have been used for other specified purposes) after 
certain deductions and additions, primarily including adjustments to offset property 
retirements; 

e the aggregate principal amount of retired seczrrities (as described below); or 
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* an amount of cash deposited with the First Mortgage Trustee. 

Property odditions generally include any property which is owned by the Company and 
is subject to the lien of the First Mortgage Indenture except (with certain exceptions) goodwill, 
going concern value rights or intangible property, or any property the acquisition or construction 
of which is properly chargeable to one of the Company’s operating expense accounts. 

Xetiredseczirities means, generally, first mortgage bonds which are no longer outstanding 
under the First Mortgage Indenture, which have not been retired by the application offiinded 
cash and which have not been used as the basis for the authentication and delivery of first 
mortgage bonds, the release of property or the withdrawal of cash. 

The First Mortgage Bonds will be issued on the basis ofproperty additions. At August 
31, 2010, approximately $2.3 billion ofproper& additions were available to be used as the basis 
for the authentication and delivery of first mortgage bonds. 

Release of Property 

Unless an event ofdefazdt has occurred and is continuing, the Company may obtain the 
release from the lien of the First Mortgage Indenture of any Mortgaged Property, except for cash 
held by the First Mortgage Trustee, upon delivery to the First Mortgage Trustee of an amount in 
cash equal to the amount, if any, by which sixty-six and two-thirds percent (66-20%) of the cost 
of the property to be released (or, if less, the,fair value to the Company of such property at the 
time it becaineftindedproperty) exceeds the aggregate of: 

0 an amount equal to 66 2/3% of the aggregate principal amount of obligations secured by 
pzirchase nioney liens upon the property to be released and delivered to the First Mortgage 
Trustee; 

0 an amount equal to 66 2 0 %  of the cost or,fair value to the Company (whichever is less) of 
certified property additions not constituting firnded property after certain deductions and 
additions, primarily including adjustments to offset property retirements (except that such 
adjustments need not be made if such property odditions were acquired or made within the 
90-day period preceding the release); 

* the aggregate principal amount of first mortgage bonds the Company would be entitled to 
issue on the basis of retired securities (with such entitlement being waived by operation of 
such release); 

* the aggregate principal amount of first mortgage bonds delivered to the First Mortgage 
Trustee (with such first mortgage bonds to be canceled by the First Mortgage Trustee); 

any amount of cash and/or an amount equal to 66 2/3% of the aggregate principal amount 
of obligations secured by purchase mone,y liens upon the property released delivered to the 
trustee or other holder of a lien prior to the lien of the First Mortgage Indenture, subject to 
certain limitations described in the First Mortgage Indenture; and 
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0 any taxes and expenses incidental to any sale, exchange, dedication or other disposition of 
the property to be released. 

As used in the First Mortgage Indenture, the term pzirchase money lien means, generally, 
a lien on the property being released which is retained by the transferor of such property or 
granted to one or inore other persons in connection with the transfer or release thereof, or granted 
to or held by a trustee or agent for any such persons, and may include liens which cover property 
in addition to the property being released and/or which secure indebtedness in addition to 
indebtedness to the transferor of such property. 

Unless an event of default has occurred and is continuing, property which is notfiinded 
property may generally be released fiom the lien of the First Mortgage Indenture without 
depositing any cash or property with the First Mortgage Trustee as long as (a) the aggregate 
amount of cost or fair value to the Company (whichever is less) of all property additions which 
do not constitutefimdedpr.~~~erty (excluding the property to be released) after certain deductions 
and additions, primarily including adjustments to offset property retirements, is not less than zero 
or (b) the cost or fair value (whichever is less) of property to be released does not exceed the 
aggregate ainount of the cost or fair value to the Company (whichever is less) ofproperty 
additions acquired or made within the 90-day period preceding the release. 

The First Mortgage Indenture provides siinpiified procedures for the release of minor 
properties and property taken by eminent domain, and provides for dispositions of certain 
obsolete property and grants or surrender of certain rights without any release or consent by the 
First Mortgage Trustee. 

If the Company retains any interest in any property released fiom the lien of the First 
Mortgage Indenture, the First Mortgage Indenture will not become a lien on such property or 
such interest therein or any improvements, extensions or additions to such property or renewals, 
replacements or substitutions of or for such property or any part or parts thereof. 

Withdrawal of Cash 

IJnless an even1 of default has occurred and is continuing, and subject to certain 
limitations, cash held by the First Mortgage Trustee may, generally, ( 1 )  be withdrawn by the 
Company (a) to the extent of sixty-six and two-thirds percent (66-2/3%) of the cost or fair valzie 
to the Company (whichever is less) ofproperty additions not constitutingfiindedproperty, after 
certain deductions and additions, primarily including adjustments to offset retirements (except 
that such adjustments need riot be made if such property additions were acquired or made within 
the 90-day period preceding the withdrawal) or (b) in an amount equal to the aggregate principal 
amount of first mortgage bonds that the Company would be entitled to issue on the basis of 
retired securities (with the entitlement to such issuance being waived by operation of such 
withdrawal) or (c) in an amount equal to the aggregate principal amount of any outstanding first 
mortgage bonds delivered to the First Mortgage Trustee; or (2) upon the Company’s request, be 
applied to (a) the purchase of first mortgage bonds in a manner and at a price approved by the 
Company or (b) the payment (or provision for payment) at stated maturity of any first mortgage 
bonds or the redemption (or provision for payment) of any first mortgage bonds which are 
redeemable; provided, however, that cash deposited with the First Mortgage Trustee as the basis 
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for the authentication and delivery of first mortgage bonds may, in addition, be withdrawn in an 
amount not exceeding the aggregate principal amount of cash delivered to the First Mortgage 
Trustee for such purpose. 

Events of Default 

An “event of defazrlt” occurs under the First Mortgage Indenture if 

0 the Company does not pay any interest on any first mortgage bonds within 30 days of the 
due date; 

e the Company does not pay principal or premium, if any, on any first mortgage bonds on the 
due date; 

0 the Company remains in breach of any other covenant (excluding covenants specifically 
dealt with elsewhere in this section) in respect of any first mortgage bonds for 90 days after 
the Company receives a written notice of default stating the Company is in breach and 
requiring remedy of the breach; the notice must be sent by either the First Mortgage Trustee 
or holders of 25% of the principal amount of outstanding first mortgage bonds; the First 
Mortgage Trustee or such holders can agree to extend the 90-day period and such an 
agreement to extend will be automatically deemed to occur if the Company initiates 
corrective action within such 90 day period and the Company is diligently pursuing such 
action to correct the default; or 

0 the Company files for bankruptcy or certain other events in bankruptcy, insolvency, 
receivership or reorganization occiir. 

Remedies 

Aceelel-ation ofMatzaitv. If an event of default occurs and is continuing, then either the 
First Mortgage Trustee or the holders of not less than 25% in principal amount of the outstanding 
first mortgage bonds may declare the principal amount of all of the first mortgage bonds to be 
due and payable immediately. 

Rescission ofAcceZemtion. After the declaration of acceleration has been made and 
before the First Mortgage Trustee has obtained a judgment or decree for payment of the money 
due, such declaration and its consequences will be rescinded and annulled, if 

0 the Company pays or deposits with the First Mortgage Trustee a sum sufficient to pay: 

0 all overdue interest; 

0 the principal of and premium, if any, which have become due otherwise than by such 
declaration of acceleration and interest thereon; 

* interest on overdue interest to the extent lawful; 
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0 all amounts due to the First Mortgage Trustee under the First Mortgage Indenture; and 

,, all events ofdefazilt, other than the nonpayment of the principal which has become due 
solely by such declaration of acceleration, have been cured or waived as provided in the 
First Mortgage Indenture. 

For more information as to waiver of defaults, see “- Waiver of Default and of 
Compliance” below. 

Apyointment of Receiver and Other Remedies. Subject to the First Mortgage Indenture, 
under certain circumstances and to the extent permitted by law, if an event of default occurs and 
is continuing, the First Mortgage Trustee has the power to appoint a receiver of the Mortgaged 
Property, and is entitled to all other remedies available to mortgagees and secured parties under 
the Uniform Commercial Code or any other applicable law. 

Control bv Holders: Limitations. Subject to the First Mortgage Indenture, if an event of 
default occurs and is continuing, the holders of a majority in principal amount of the outstanding 
first mortgage bonds will have the right to 

* direct the time, method and place of conducting any proceeding for any remedy available to 
the First Mortgage Trustee, or 

0 exercise any trust or power conferred on the First Mortgage Trustee. 

The rights of holders to make direction are subject to the following limitations: 

0 the holders’ directions may not conflict with any law or the First Mortgage Indenture; and 

* the holders’ directions may not involve the First Mortgage Trustee in personal liability 
where the First Mortgage Trustee believes indemnity is not adequate. 

The First Mortgage Trustee may also take any other action it deems proper which is not 
inconsistent with the holders’ direction. 

In addition, the First Mortgage Indenture provides that no holder of any first inortgage 
bond will have any right to institute any proceeding, judicial or otherwise, with respect to the 
First Mortgage Indenture for the appointment of a receiver or for any other remedy thereunder 
unless 

0 that holder has previously given the First Mortgage Trustee written notice of a continuing 
event of default; 

* the holders of 25% in aggregate principal amount of the outstanding first mortgage bonds 
have made written request to the First Mortgage Trustee to institute proceedings in respect 
of that event of defazilt and have offered the First Mortgage Trustee reasonable indemnity 
against costs, expenses and liabilities incurred in coinplying with such request; and 
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0 for 60 days after receipt of such notice, request and offer of indemnity, the First Mortgage 
Trustee has failed to institute any such proceeding and no direction inconsistent with such 
request has been given to the First Mortgage Trustee during such 60-day period by the 
holders of a majority in aggregate principal amount of outstanding first mortgage bonds. 

Furthermore, no holder of any first mortgage bonds will be entitled to institute any such 
action if and to the extent that such action would disturb or prejudice the rights of other holders 
of first mortgage bonds. 

However, each holder of any first mortgage bonds has an absolute and unconditional 
right to receive payment when due and to bring a suit to enforce that right. 

Notice ofDefazilt. The First Mortgage Trustee is required to give the holders of the first 
mortgage bonds notice of any default under the First Mortgage Indenture to the extent required 
by the Trust Indenture Act, unless such default has been cured or waived; except that in the case 
of an event of default of the character specified in the third bullet point under "- Events of 
Default" (regarding a breach of certain covenants continuing for 90 days after the receipt of a 
written notice of default), no such notice shall be given to such holders until at least 60 days after 
the occurrence thereof. The Trust Indenture Act currently permits the First Mortgage Trustee to 
withhold notices of default (except for certain payment defaults) if the First Mortgage Trustee in 
good faith determines the withholding of such notice to be in the interests of the holders of the 
first mortgage bonds. 

The Company will furnish the First Mortgage Trustee with an annual statement as to its 
compliance with the conditions and covenants in the First Mortgage Indenture. 

Waiver ofDefauZt and o f  Compliance. The holders of a majority in aggregate principal 
amount of the outstanding first mortgage bonds may waive, on behalf of the holders of all 
outstanding first mortgage bonds, any past default under the First Mortgage Indenture, except a 
default in the payment of principal, preiniuin or interest, or with respect to compliance with 
certain provisions of the First Mortgage Indenture that cannot be amended without the consent of 
the holder of each outstanding first mortgage bond affected. 

Compliance with certain covenants in the First Mortgage Indenture or otherwise provided 
with respect to first mortgage bonds may be waived by the holders of a majority in aggregate 
principal ainount of the affected first mortgage bonds, considered as one class. 

Consolidation, Merger and Conveyance of Assets as an Entirety 

Subject to the provisions described below, the Company has agreed to preserve its 
corporate existence. 

The Coinpany has agreed not to consolidate with or merge with or into any other entity or 
convey, transfer or lease the Mortgaged Property as or substantially as an entirety to any entity 
unless 

the entity forined by such consolidation or into which the Company merges, or the entity 
which acquires or which leases the Mortgaged Property substantially as an entirety, is an 
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entity organized and existing under the laws of the IJnited States of America or any State or 
Territory thereof or the District of Columbia, and 

expressly assumes, by supplemental indenture, the due and punctual payment of the 
principal of, and premium and interest on, all the outstanding first mortgage bonds and 
the performance of all of the Company’s covenants under the First Mortgage 
Indenture, and 

0 such entity confirms the lien of the First Mortgage Indenttire on the Mortgaged Property, 
including property thereafter acquired by such entity which constitutes an improvement, 
extension or addition to the Mortgaged Property or a renewal, replacement or 
substitution thereof; 

0 in the case of a lease, such lease is made expressly subject to termination by (i) the 
Company or by the First Mortgage Trustee and (ii) the purchaser of the property so leased 
at any sale thereof, at any time during the continuance of an evenl of default; and 

0 immediately after giving effect to such transaction, no event of defazilt, and no event which 
after notice or lapse of time or both would become an event of default, will have occurred 
and be continuing. 

In the case of the conveyance or other transfer of the Mortgaged Property as or 
substantially as an entirety to any other person, upon the satisfaction of all the conditions 
described above the Company would be released and discharged from all obligations under the 
First Mortgage Indenture and on the first mortgage bonds then outstanding unless the Company 
elects to waive such release and discharge. 

The First Mortgage Indenture does not prevent or restrict: 

0 any consolidation or merger after the consummation of which the Company would be the 
surviving or resulting entity; or 

0 any conveyance or other transfer, or lease, of any part of the Mortgaged Property which 
does not constitute the entirety or substantially the entirety thereof. 

If following a conveyance or other transfer, or lease, of any part of the Mortgaged Property, the 
fair value of the Mortgaged Property retained by the Company exceeds an amount equal to three- 
halves (3/2) of the aggregate principal amount of all outstanding first mortgage bonds, then the 
part of the Mortgaged Property so conveyed, transferred or leased shall be deemed not to 
constitute the entirety or substantially the entirety of the Mortgaged Property. This fair value will 
be determined within 90 days of the conveyance or transfer by an independent expert that the 
Company selects and that is approved by the First Mortgage Trustee. 
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Modification of First Mortgage Indenture 

Without Holder Consent. Without the consent of any holders of first mortgage bonds, the 
Company and the First Mortgage Trustee may enter into one or more supplemental indentures 
for any of the following purposes: 

- to evidence the succession of another entity to the Company; 

* to add one or more covenants or other provisions for the benefit of the holders of all or any 
series or tranche of first mortgage bonds, or to surrender any right or power conferred upon 
the Company; 

* to correct or amplify the description of any property at any time subject to the lien of the 
First Mortgage Indenture; or to better assure, convey and confirin unto the First Mortgage 
Trustee any property subject or required to be subjected to the lien of the First Mortgage 
Indenture; or to subject to the lien of the First Mortgage Indenture additional property 
(including property of others), to specify any additional Permitted Liens with respect to 
such additional property and to modify the provisions in the First Mortgage Indenture for 
dispositions of certain types of property without release in order to specify any additional 
items with respect to such additional property; 

* to add any additional events ofdefault, which may be stated to remain in effect only so long 
as the first mortgage bonds of any one inore particular series remains outstanding; 

0 to change or eliminate any provision of the First Mortgage Indenture or to add any new 
provision to the First Mortgage Indenture that does not adversely affect the interests of the 
holders in any material respect; 

to establish the form or terms of any series or tranche of first mortgage bonds; 

to provide for the issuance of bearer securities; 

* to evidence and provide for the acceptance of appointment of a swcessor First Mortgage 
Trustee or by a co-trustee or separate trustee; 

to provide for the procedures required to permit the utilization of a noncertificated system 
of registration for any series or tranche of first mortgage bonds; 

* to change any place or places where 

* the Company may pay principal, premium and interest, 

0 first mortgage bonds may be surrendered for transfer or exchange, and 

* notices and demands to or upon the Company may be served; 
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* to amend and restate the First Mortgage Indenture as originally executed, and as amended 
from time to time, with such additions, deletions and other changes that do not adversely 
affect the interest of the holders in any material respect; 

0 to cure any ambiguity, defect or inconsistency or to make any other changes that do not 
adversely affect the interests of the holders in any material respect; or 

* to increase or decrease the inaxiinuin principal amount of first mortgage bonds that may be 
outstanding at any time. 

In addition, if the Trust Indenture Act is amended after the date of the First Mortgage 
Indenture so as to require changes to the First Mortgage Indenture or so as to permit changes to, 
or the elimination of, provisions which, at the date of the First Mortgage Indenture or at any time 
thereafter, were required by the Trust Indenture Act to be contained in the First Mortgage 
Indenture, the First Mortgage Indenture will be deemed to have been amended so as to conform 
to such amendment or to effect such changes or elimination, and the Company and the First 
Mortgage Trustee may, without the consent of any holders, enter into one or inore supplemental 
indentures to effect or evidence such amendment. 

With Holder Consent. Except as provided above, the consent of the holders of at least a 
majority in aggregate principal ainount of the first mortgage bonds of all outstanding series, 
considered as one class, is generally required for the purpose of adding to, or changing or 
eliminating any of the provisions of, the First Mortgage Indenture pursuant to a supplemental 
indenture. However, if less than all of the series of outstanding first mortgage bonds are directly 
affected by a proposed supplemental indenture, then such proposal only requires the consent of 
the holders of a majority in aggregate principal amount of the outstanding first mortgage bonds 
of all directly affected series, considered as one class. Moreover, if the first mortgage bonds of 
any series have been issued in inore than one tranche and if the proposed supplemental indenture 
directly affects the rights of the holders of first mortgage bonds of one or inore, but less than all, 
of such tranches, then such proposal only requires the consent of the holders of a majority in 
aggregate principal amount of the outstanding first mortgage bonds of all directly affected 
tranches, considered as one class. 

However, no amendment or modification may, without the consent of the holder of each 
outstanding first mortgage bond directly affected thereby, 

* change the stated inaturity of the principal or interest on any first inortgage bond (other than 
pursuant to the terms thereof), or reduce the principal amount, interest or premium payable 
(or method of calculating such rates)or change the currency in which any first mortgage 
bond is payable, or iinpair the right to bring suit to enforce any payment; 

* create any lien (not otherwise permitted by the First Mortgage Indenture) ranking prior to 
the lien of the First Mortgage Indenture with respect to all or substantially all of the 
Mortgaged Property, or terminate the lien of the First Mortgage Indenture on all or 
substantially all of the Mortgaged Property (other than in accordance with the terms of the 
First Mortgage Indenture), or deprive any holder of the benefits of the security of the lien of 
the First Mortgage Indenture; 
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8 reduce the percentages of holders whose consent is required for any supplemental indenture 
or waiver of compliance with any provision of the First Mortgage Indenture or of any 
default thereunder and its consequences, or reduce the requirements for quorum and voting 
under the First Mortgage Indenture; or 

* modify certain of the provisions of the First Mortgage Indenture relating to supplemental 
indentures, waivers of certain covenants and waivers of past defaults with respect to first 
mortgage bonds. 

A supplemental indenture which changes, modifies or eliminates any provision of the 
First Mortgage Indenture expressly included solely for the benefit of holders of first mortgage 
bonds of one or more particular series or tranches will be deemed not to affect the rights under 
the First Mortgage Indenture of the holders of first mortgage bonds of any other series or tranche. 

Satisfaction and Discharge 

Any first mortgage bonds or any portion thereof will be deemed to have been paid and no 
longer outstanding for purposes of the First Mortgage Indenture and, at the Company’s election, 
the Company’s entire indebtedness with respect to those securities will be satisfied and 
discharged, if there shall have been irrevocably deposited with the First Mortgage Trustee or any 
Paying Agent (other than the Company), in trust: 

e money sufficient, or 

* in the case of a deposit made prior to the maturity of such first mortgage bonds, non- 
redeemable eligible obligations (as defined in the First Mortgage Indenture) sufficient, or 

e a combination of the items listed in the preceding two bullet points, which in total are 
sufficient, 

to pay when due the principal of, and any premium, and interest due and to become due on such 
first mortgage bonds or portions of such first mortgage bonds on and prior to their maturity. 

The Company’s right to cause its entire indebtedness in respect of the first mortgage 
bonds of any series to be deemed to be satisfied and discharged as described above will be 
subject to the satisfaction of any conditions specified in the instrument creating such series. 

The First Mortgage Indenture will be deemed satisfied and discharged when no first 
mortgage bonds remain outstanding and when the Company has paid all other sum payable by it 
under the First Mortgage Indenture. 

All moneys the Coinpany pays to the First Mortgage Trustee or any Paying Agent on 
First Mortgage Bonds that remain unclaimed at the end of two years after payments have become 
due may be paid to or upon the Company’s order. Thereafter, the holder of such First Mortgage 
Bond may look only to the Coinpany for payment. 
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Duties of the First Mortgage Trustee; Resignation and Removal of the First Mortgage 
Trustee; Deemed Resignation 

The First Mortgage Trustee will have, and will be subject to, all the duties and 
responsibilities specified with respect to an indenture trustee under the Trust Indenture Act. 
Subject to these provisions, the First Mortgage Trustee will be under no obligation to exercise 
any of the powers vested in it by the First Mortgage Indenture at the request of any holder of first 
mortgage bonds, unless offered reasonable indemnity by such holder against the costs, expenses 
and liabilities which might be incurred thereby. The First Mortgage Trustee will not be required 
to expend or risk its own funds or otherwise incur financial liability in the performance of its 
duties if the First Mortgage Trustee reasonably believes that repayment or adequate indemnity is 
riot reasonably assured to it. 

The First Mortgage Trustee may resign at any time by giving written notice to the 
Company. 

The First Mortgage Trustee may also be removed by act of the holders of a majority in 
principal amount of the then outstanding first mortgage bonds of any series. 

No resignation or removal of the First Mortgage Trustee and no appointment of a 
successor trustee will become effective until the acceptance of appointment by a successor 
trustee in accordance with the requirements of the First Mortgage Indenture. 

lJnder certain circumstances, the Company may appoint a successor trustee and if the 
successor accepts, the First Mortgage Trustee will be deemed to have resigned. 

Evidence to be Furnished to the First Mortgage Trustee 

Compliance with First Mortgage Indenture provisions is evidenced by written statements 
of the Company’s officers or persons selected or paid by the Company. In certain cases, opinions 
of counsel and certifications of an engineer, accountant, appraiser or other expert (who in some 
cases must be independent) must be furnished. In addition, the First Mortgage Indenture requires 
the Company to give to the First Mortgage Trustee, not less than annually, a brief statement as to 
the Company’s compliance with the conditions and covenants under the First Mortgage 
Indenture. 

Miscellaneous Provisions 

The First Mortgage Indenture provides that certain first mortgage bonds, including those 
for which payment or redemption money has been deposited or set aside in trust as described 
under “- Satisfaction and Discharge” above, will not be deemed to be “outstanding” in 
determining whether the holders of the requisite principal amount of the outstanding first 
mortgage bonds have given or taken any demand, direction, consent or other action under the 
First Mortgage Indenture as of any date, or are present at a meeting of holders for quorum 
purposes. 

The Company will be entitled to set any day as a record date for the purpose of 
determining the holders of outstanding first mortgage bonds of any series entitled to give or take 
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any demand, direction, consent or other action under the First Mortgage Indenture, in the manner 
and subject to the limitations provided in the First Mortgage Indenture. In certain circumstances, 
the First Mortgage Trustee also will be entitled to set a record date for action by holders. If such 
a record date is set for any action to be taken by holders of particular first mortgage bonds, such 
action may be taken only by persons who are holders of such first mortgage bonds on the record 
date. 

Governing Law 

The First Mortgage Indenture and the first mortgage bonds provide that they are to be 
governed by and construed in accordance with the laws of the State of New York except where 
the Trust Indenture Act is applicable or where otherwise required by law. The effectiveness of 
the lien of the First Mortgage Indenture, and the perfection and priority thereof, will be governed 
by Kentucky law. 

The sections of the Reoffering Circular captioned “Summary of the Indenture - ,Yzirrender of 
First Mortgage Bonds”; ‘ I -  Defaults and Remedies ”; “- Waiver of Events of Default ”; and 
“- Voting of First Mortgage Bonds Held by Trustee” are hereby added or aniended, as 
applicahle, to read in their entirety as follows: 

Summary of the Indenture 

* * * * 

Surrender of First Mortgage Bonds 

Upon payment of any principal of, premium, if any, and interest on any of the Bonds 
which reduces the principal amount of Bonds outstanding, or upon provision for the payment 
thereof having been made in accordance with the Indenture, First Mortgage Bonds in a principal 
amount equal to the principal amount of the Bonds so paid, or for the payment of which such 
provision has been made, shall be surrendered by the Trustee to the First Mortgage Trustee. The 
First Mortgage Bonds so surrendered shall be deemed fully paid and the obligations of the 
Company thereunder terminated. 
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efaults and Remedies 

Each of the following events constitutes an “Event of Default” under the Indenture: 

( 1 )  failure to make payment of any installment of interest on any Bond, (a) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day from the due date and (b) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days fkom the due date; 

(2) failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the hdenture is not made when 
such payment has become due and payable; 

(3) failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an event of default under the Indentiire if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(4) the occurrence of an “event of default” under the Loan Agreement (see 
“Summary of the Loan Agreement - Events of Default”); 

( 5 )  written notice from the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; 

(6) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice from the 
Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated; or 

(7) all first mortgage bonds outstanding under the First Mortgage Indenture, if 
not already due, shall have become dire and payable, whether by declaration or otherwise, 
and such acceleration shall not have been rescinded by the First Mortgage Trustee. 

IJpon the occurrence of an Event of Default under clauses ( l ) ,  (2), ( S ) ,  (6) or (7) above, 
the Trustee must: (i) enforce each and every right granted to the Trustee as a holder of the First 
Mortgage Bonds (see “Summary of the First Mortgage Bonds”), (ii) declare the principal of all 
Bonds and interest accrued thereon to be immediately due and payable, (iii) declare all payments 
under the Loan Agreement to be immediately due and payable and enforce each and every other 
right granted to the Issuer under the Loan Agreement for the benefit of the Bondholders and 
(iv) if a Credit Facility securing the Bonds is in effect, make an immediate drawing under the 
Credit Facility in accordance with its t e rm and deposit the proceeds of such drawing in the Bond 
Fund pending application to the payment of principal of the Bonds, subject to the provisions of 
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the Indenture reserving to the Credit Facility Issuer the right to direct default proceedings and 
providing for termination of default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal arid interest on the Bonds. 

In exercising such rights, the Trustee shall take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. Upon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment of the principal of, premium, if any, 
and interest on the Bonds then outstanding. 

If an Event of Default under the Indenture shall occur and be continuing and the maturity 
date of the Bonds has been accelerated (to the extent the Bonds are not already due and payable) 
as a consequence of such event of default, the Trustee may, and upon the written request of the 
registered owners holding not less than 25% in principal amount of all Bonds then outstanding 
and upon receipt of indemnity satisfactory to it shall, exercise such rights as it shall possess 
under the First Mortgage Indenture as a holder of the First Mortgage Bonds and shall also issue a 
Redemption Demand for such First Mortgage Bonds to the First Mortgage Trustee. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent, (ii) to the payment of all interest then due on the 
Bonds and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the 
principal of the Bonds has become due or has been accelerated, such moneys shall be applied in 
the following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or 
costs will not be payable from moneys derived fi-om Credit Facility drawings, any remarketing 
proceeds or moneys constituting certain Available Moneys under the Indenture. 

No Bondholder may institute any suit or proceeding in equity or at law for the 
enforcement of the Indenture unless an Event of Default has occurred of which the Trustee has 
been notified or is deemed to have notice, and registered owners holding not less than 25% in 
aggregate principal amount of Bonds then outstanding shall have made written request to the 
Trustee to proceed to exercise the powers granted under the Indenture or to institute such action 
in their own name and the Trustee shall fail or refuse to exercise its powers within a reasonable 
time after receipt of indemnity satisfactory to it. 

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
shall be enforceable only against specific assigned payments, ftinds and accounts under the 
Indenture in the hands of the Trustee. No deficiency judgment shall be authorized against the 
general credit of the Issuer. 

No default under paragraph (3) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee or to the Issuer, the Company and 
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the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding and the Issuer and the Company shall have had thirty days after such 
notice to correct the default and failed to do so. If the default is such that it cannot be corrected 
within the applicable period but is capable of being cured, it will not constitute an Event of 
Default if corrective action is instituted within the applicable period. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer will have the absolute right 
to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the Event of 
Default which has occurred is an Event of Default under paragraphs ( 5 )  or (6) above, the Credit 
Facility Issuer, if any, will have no right to direct the Trustee or the Bondholders with respect to 
any matters, including remedies, and the holders of a majority in aggregate principal amount of 
the Bonds then outstanding, will have the right, at any time, by an instrument or instruments in 
writing executed and delivered to the Trustee, to direct the time, method and place of conducting 
all proceedings to be taken in connection with the enforcement of the terms and conditions of the 
Indenture, or for the appointment of a receiver or any other proceedings hereunder; provided, 
that such direction shall not be otherwise than in accordance with the provisions of law and of 
the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in fkill. 

Waiver of Events of Default 

Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. I f ,  after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of the moneys due shall have been 
entered, (i) the Company has caused to be deposited with the Trustee a sum sufficient to pay all 
matured installments of interest upon all Bonds and the principal of and premium, if any, on any 
and all Bonds which shall have become due otherwise than by reason of such declaration and the 
expenses of the Trustee in connection with such default (with interest thereon as provided in the 
Indenture) and (ii) all Events of Default under the Indenture (other than nonpayment of the 
principal of Bonds due by said declaration) shall have been remedied, then such Event of Default 
shall be deemed waived and such declaration and its consequences rescinded and annulled by the 
Trustee. Such waiver, rescission and annulment shall he binding upon all Bondholders. No such 
waiver, rescission and annulment shall extend to or affect any subsequent Event of Default or 
impair any right or remedy consequent thereon. 

CHI-I 7 3 2 0 9 8 ~ 2  21 



IJpon any waiver or rescission as described above or any discontinuance or abandonment 
of proceedings under the Indenture, the Trustee shall immediately rescind in writing any 
Redemption Demand of First Mortgage Bonds previously given to the First Mortgage Trustee. 
The rescission under the First Mortgage Indenture of a declaration that all first mortgage bonds 
outstanding under the First Mortgage Indenture are iinrnediately due and payable shall also 
constitute a waiver of an Event of Default described in paragraph (6) under the subcaption “- 
Defaults and Remedies” above and a waiver and rescission of its consequences, provided that no 
such waiver or rescission shall extend to or affect any subsequent or other default or impair any 
right consequent thereon. 

The Trustee may not waive any default under clauses ( 5 )  or (6) above unless the Trustee 
has received in writing from the Credit Facility Issuer a written notice of full reinstatement of the 
frill amount of the Credit Facility and a written rescission of the notice of the Event of Default. 

Notwithstanding the foregoing, nothing in the Indenture shall affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the maturity thereof. 

Voting of First Mortgage Bonds Held by Trustee 

The Trustee, as holder of the First Mortgage Bonds, shall attend any meeting of holders 
of first mortgage bonds outstanding under the First Mortgage Indenture as to which it receives 
due notice. The Trustee shall vote the First Mortgage Bonds held by it, or shall consent with 
respect thereto, proportionally in the way in which the Trustee reasonably believes will be the 
vote or consent of all other holders of first mortgage bonds outstanding under the First Mortgage 
Indenture then eligible to vote or consent. 

Notwithstanding the foregoing, the Trustee may not vote the First Mortgage Bonds in 
favor of, or give consent to, any action which, in the Trustee’s opinion, would materially 
adversely affect the First Mortgage Bonds in a manner not generally shared by all other series of 
first mortgage bonds, except upon notification by the Trustee to the registered owners of all 
Bonds then outstanding of such proposal and consent thereto of the registered owners of at least 
66 2/3% in aggregate principal amount of all Bonds then outstanding. 
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NOT A NEW ISSUE BOOK-ENTRY-ONLY 
On May 19, 2000, the date on ivhieh the Bonds were originally issued, Bond Coitrisel delivered its opinion that stated that, subject 
to tlie conditions arid exceptions set forth nnder the caption “Tax Treatmertt,” rcndcr tlieri crrrrent laiv, interest on tho Boiirls tvortld 
be cxclrrdable front the gross irtconie of the recipients thereof for  feileral inconic tav purposes, except tliat no opinion ivas expressed 
rcfiarclirrfisrrch exclusion from gross iriconie tvith respect to arty Bond clrrriiigariy period in tvhicli it is Itold by a “substantial riser” or 
a c~reIatedperson” of the Project as srrch terms are rtsed iii Section 14,7(a) of tlie liitental Revenrce Code of 1986, a s  amcn~led (the 
“Code”). Interest on the Bortrls toill be art item of taxprcferertce in cietenirininfialteniative niinimrrni taxable inconre for  indivirlnals 
arid corporations riniler the Code. Sacli interest may be srtbject to certain federal income taxes inrposed on certain corporations, 
iricluding inipositiori of the brarich profits tax on a porliori of sirclt interest. Bond Coeiisel tuns ftrrther of the opinion that interest OIL 
the Bonds tvordd be excLt&zbIe from the gross inconre of the recipients thereof for  I h i t ~ ~ l i y  inconic tax prrrposes and that, rrnilcr 
then crrrreiit laiv, the prirtcipal of the Bonds tvorrld be exeiiiptfiorir ad valoreni taxes irt Ketttrtcliy. Srtch opinion has riot been ripdated 
a s  of the date liereof aiid no coritinrrinfi tax exeniptiort opiirioris are expressed by Bond Corrrisel. Hoivever, in coririectiort ivith the 
reoffering of the Bonds, a s  rlescribed herein, Bond Corrrisel toil1 cleliver its opinion to the effect that the clelivery of a letter qf credit 
(a) is arrthorised orperiiritted by the Act and the Irrdentrcre and (b) will riot adversely affect the validity of the Boricls or arty excltrsiort 
of tlie interest thereon fio111 the gross iiiconic of the oivrrers of the Bonds for  feileral inconic lax  parposes. See “Tax Tre?cttnient” 
Iiereiii. 

$12,900,000 
County o f  Mercer, Kentircky, 

Solid Was te  Disposal Facility Revenire Bonds, 
2000 Series A 

(Kentiicky Utilities Company Project) 
Dire: May 1, 2023 

Reofleering Date: December 17, 2008 

The County of  Xercer, Kentucky, Solid Waste Disposal Faeility Revenue Bonds, ROOO Series A (Kentucky Utilities Company 
Project) (the llBondsly are special and limited obligations of  the County of  Xercer, ICentucky (the “Issuer7~,  payable by the 
Issuer solely from and secured by payments to be received by the Issuer pursuant to a Loan Agreement wi th  

(the ‘%ornpany7~,  except as payable from proceeds o f  such Bonds or investment earnings thereon. The Bonds do not constitute 
general obligations of the Issuer or a charge against the general credit or taxing powers thereof or of tlw Commonwealth of 
Kentucky or  a n y  other political subdivision of Kentucky. The Bonds are not entitled to the benefits of  a n y  f inancialguaranty  
insurance policies. 
The Bonds were originally issued on  X a y  19, ROOO and currently bear interest at a Weelcly Rate. Pursuant to the Indenture 
under which the Bonds were issued, the Company has elected to deliver a letter of  credit to the Trustee and  reoffer the Bonds. The 
Bonds are subject to mandatory purchase on  the Reoffering Date and are being reoffered by this Reoffering Circular. %organ 
Stanley 4 Co. Incorporated will serve as the Remarketing Agent for the Bonds. 
From the Reoffering Date through December 16, 9009 (the Letter of  Credit (as defined below) expiration date, subject to 
extension or  earlier termination), payment of  the principal of  and interest o n  the Bonds when due will be paid with funds 
drawn under an irrevocable transferable direct pay letter of credit (the “Letter of Credit”) issued by 

The Letter of  Credit will permit the Trustee to draw wi th  respect t o  the Bonds up to an amount suficient to pay  (i)  the principal 
thereof (or that portion of the purchase price corresponding to principal) plus ( i i)  interest thereon (or  that portion of the 
purchase price corresponding to interest) at an assumed rate of 10% per annum for at least 45 days. 
From and after the Reoffering Date, the Bonds will continue to bear interest at a Weelcly Rate, determined by the Remarketing 
Agent in accordance wi th  the Indenture, payable on  the first Business Day of each calendar month, commencing o n  January R, 
9009. The interest rate period, interest rate and Interest Rate Xode will be subject to change under certain conditions, as 
described in this Reoffel+@ Circular. The Bonds are subject to optional redemption, extraordinary optional redemption, in 
whole or in part, and mandatory redemption following a determination of taxabili ty prior to maturity, as described in this 
Reoffering Circular. The Bonds are subject to mandatory purchase on  a n y  date on  which the Bonds are converted to a different 
Interest Rate Xode and  upon the expiration of the Letter of Credit or a n y  Alternate Credit Facility. 
The Bonds are registered in the name of Cede 4 Co., as registered owner and  nominee for The Depository Trust Company (“DTC’y, 
Xew York, Xew Yorlc. DTC will act as securitks depository. Except as described in this Reoffering Circular, purchases of 
beneficial ownership interests in the Bonds will be made in book-entry-only form in denominations of $100,000 and  multiples 
thereof. Purchasers will not receive certificates re resenting their beneficial interest in the Bonds. See the information 
contained under the caption “Summary of the B o n z -  Book-Entry-Only System’, in this Reoffering Circular. The principal of, 
premium, if any ,  and  interest on the Bonds will be paid by The Bank  of Xew Yorlc Xellon, as Trustee, to Cede 4 Go., as long as 
Cede 4 Go. is the registered owner of  the Bonds. Disbursement of  such payments to the DTC Participants is the responsibility of 
DTC, and  disbursement of such payments to the purchasers of beneficial ownership interests is the responsibility of DTC’S Direct 
and  Indirect Participants, as more fully described in this Reoffering Circular.. 

Kentucky Utilities Company 

Commerzbank AG, New York Branch 

PRICE: 100% 

The Bonds are reoffered subject t o  prior sale, withdrawal or modification of the offer witlwut notice (provided, however, that a n y  
such notice of withdrawal must  begiven on  the Business Day prior to the Reoffering Date) and to the approval of  legality by Stoll 
Keenon Ogden PLLC, Louisville, Kentucky, as Bond Counsel, and  upon satisfaction of certain conditions. Certain legal matters 
will be passed upon for the Company by its counsel, Jones Day, Chicago, Illinois, and  John R. XcCall, Esq., Executive Vice 
President, General Counsel, Corporate Secretary and  Chief Compliance Officer of the Company, for the Issuer by its County 
Attorney, and for the Remarketing Agent by its counsel, Winston 4 Strawn LLP, Chicago, lllinois. It is expected that the Bonds 
will be available for redelivery to DTC in Xew Yorlc, Xew Yorlc on  or about December 17, R008. 

MORGAN STANLZIIT 

Dated: Decembei. 10, 6008 



No dealer, broker, salesman or other person has been authorized by the Issuer, the 
Company or the Remarketing Agent to give any inforination or to make any representation with 
respect to the Bonds, other than those contained in this Reoffering Circular, and, if given or 
made, such other information or representation must not be relied upon as having been 
authorized by any of the foregoing. The Remarketing Agent has provided the following sentence 
for inclusion in this Reoffering Circular. The Reinarlteting Agent has reviewed the information 
in this Reoffering Circular in accordance with, and as part of, its responsibilities to investors 
under the federal securities laws as applied to the facts and circumstances of this transaction, but 
the Remarketing Agent does not guarantee the accuracy or completeness of such information. 
The information and expressions of opinion herein are subject to change without notice, and 
neither the delivery of this Reoffering Circular nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the parties 
referred to above since the date hereof. The information set forth herein with respect to the 
Issuer has been obtained from the Issuer, and all other information has been obtained from the 
Company and fTom other sources that are believed to be reliable, but it is not guaranteed as to 
accuracy or completeness by, and is not to be construed as a representation by, the Reinarlteting 
Agent. 

In connection with the reoffering of the Bonds, the Remarketing Agent may over-allot or 
effect transactions which stabilize or maintain the market prices of the Bonds at levels above 
those that might otherwise prevail in the open market. Such stabilizing, if cominenced, may be 
discontinued at any time. 

TN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR 
OWN EXAMINATION OF THE TERMS OF THE REOFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. THESE SECIJRITIES HAVE NOT BEEN 
RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR 
REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AlJTHORITIES 
HAVE NOT CONFIRMED THE ACCURACY OR DETERMlNED THE ADEQUACY OF 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE. 
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$12,900,000 
County of Mercer, Kentucky 

Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A 

(Kentucky Utilities Company Project) 
Due: May 1,2023 

Introductory Statement 

This Reoffering Circular, including the cover page and appendices, is provided to fiirnish 
information in connection with the reoffering by the County of Mercer, Kentucky (the “Issuer”) 
of its Solid Waste Disposal Facility Revenue Bonds, 2000 Series A (Kentucky Utilities Company 
Project), in the aggregate principal amount of $12,900,000 (the “Bonds”) issued on May 19, 
2000 pursuant to an Indenture of Trust dated as of May 1, 2000 (the “Indenture”) between the 
Issuer and The Bank of New York Mellon (the “Trustee”), as Trustee, Paying Agent, Tender 
Agent and Bond Registrar, as the same will be amended and restated as of September 1, 2008. 

Pursuant to a Loan Agreement by and between Kentucky Utilities Company (the 
“Company”) and the Issuer, dated as of May I ,  2000 (the “Lnan Agreement”) (as the same has 
been amended and restated as of September I ,  2008 pursuant to an ordinance of the Issuer 
adopted October 14, 2008), proceeds from the sale of the Bonds, other than accrued interest, if 
any, paid by the initial purchasers thereof, were loaned by the Issuer to the Company. The Loan 
Agreement is a separate undertaking by and between the Company and the Issuer. 

The Company will continue to repay the loan under the Loan Agreement by making 
payments to the Trustee in sufficient amounts to pay the principal of and interest and any 
premium on, and purchase price of, the Bonds. See “Summary of the Laan Agreement - 
General.” Pursuant to the Indenture, the Issuer’s rights under the Loan Agreement (other than 
with respect to certain indemnification and expense payments and notification rights) were 
assigned to the Trustee as security for the Bonds. 

The proceeds of the Bonds were applied to the current refunding of the outstanding 
principal amount of the $12,900,000 “County of Mercer, Kentucky, Collateralized Solid Waste 
Disposal Facility Revenue Bonds (Kentucky Utilities Company Project), 1990 Series A,” 
previously issued by the Issuer to finance certain solid waste disposal facilities (the “Project”) 
owned by the Company. 

The Company is an operating subsidiary of E.ON U.S. LLC (formerly known as LG&E 
Energy LLC) and E.ON AG (the “Parents”). See “Appendix A - Kentucky IJtilities Company 
- Financial Statements and Additional Information.” The Parents will have no obligation to 
make any payments due under the Loan Agreement or any other payments of principal, interest, 
premium or purchase price of the Bonds. 

The Bonds are being reoffered at a Weekly Rate, but may be subsequently converted to 
bear interest at a Daily Rate, a Flexible Rate, a Semi-Annual Rate, an Annual Rate or a Dutch 
Auction Rate. This Reoffering Circular pertains only to the Bonds during such period of 
time that they bear interest at the Weekly Rate. 



The Bonds are special and limited obligations of the Issuer, and the Issuer’s obligation to 
pay the principal of and interest and any premium on, and purchase price of, the Bonds is limited 
solely to the revenues and other amounts received by the Trustee under the Indenture pursuant to 
the Loan Agreement and the Letter of Credit (as defined below). The Bonds will not constitute 
an indebtedness, general obligation or pledge of the faith and credit or taxing power of the Issuer, 
the Commonwealth of Kentucky or any political subdivision thereof. The Bonds are not entitled 
to the benefits of any financial guaranty insurance policies. 

Concurrently with, and as a condition to, the reoffering of the Bonds, the Company will 
cause to be delivered an irrevocable transferable direct pay letter of credit (the “Letter of 
Credit”), issued by Commerzbanlt AG, New York Branch (the “Bank”), to provide for the timely 
payment of principal of and accrued interest (calculated for at least 45 days at the inaximuin rate 
of 10% per annum) on, and purchase price of, the Bonds. The Company will be required to 
reimburse the Bank for all ainounts drawn by the Trustee under the Letter of Credit pursuant to 
the terms of a Reiinburseinent Agreement, to be dated as of December 17, 2008 
(the ”Reiinbursement Agreement”), between the Company and the Bank. The Letter of Credit 
will expire on December 16, 2009, unless extended or earlier terminated. 

Upon expiration of the Letter of Credit or any Alternate Credit Facility, the related Bonds 
will be subject to mandatory tender for purchase. See “Summary of the Bonds - Mandatory 
Purchases of Bonds - Mandatory Purchase upon Delivery, Cancellation, Substitution, 
Extension, Termination or Expiration of Any Credit Facility or Replacement with an Alternate 
Credit Facility.” As used in this Reoffering Circular, “Bank” or “Credit Facility Issuer” refers to 
the Bank as the issuer of the Letter of Credit and any other issuer of any Alternate Credit Facility 
delivered in accordance with the Indenture; “Letter of Credit” or “Credit Facility” means the 
Letter of Credit delivered under the Indenture and, as applicable, any Alternate Credit Facility 
which inay be subsequently delivered in accordance with the Indenture; and “Reiinbursement 
Agreement” refers to the initial Reiinbursement Agreement under which the Letter of Credit is 
provided and any subsequent agreement entered into between the Company and any other party 
in connection with the delivery of any Alternate Credit Facility. 

Morgan Stanley & Co. Incorporated will be appointed under the Indenture to serve as 
Remarketing Agent for the Bonds. Any Remarketing Agent inay resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the Indenture 
and the Remarketing Agreement for the Bonds between the Remarketing Agent and the 
Company. 

Brief descriptions of the Company, the Issuer, the Bonds, the Loan Agreement, the 
Indenture, the Letter of Credit and the Reimbursement Agreement are included in this Reoffering 
Circular. Appendix A to this Reoffering Circular has been furnished by the Company. The 
Issuer and Bond Counsel assume no responsibility for the accuracy or Completeness of such 
Appendix A or such information. Appendix B to this Reoffering Circular contains the opinion of 
Bond Counsel delivered on the date on which the Bonds were initially issued, and the proposed 
form of opinion of Bond Counsel to be delivered in connection with the reoffering of the Bonds 
and the delivery of the Letter of Credit. Appendix C to this Reoffering Circular contains 
information about the Bank. The Issuer and Bond Counsel assume no responsibility for the 
accuracy or completeness of such Appendix C or such information. Such descriptions and 
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information do not purport to be complete, coinpreherisive or definitive and are not to be 
construed as a representation or a guaranty of accuracy or completeness. All references herein to 
the documents are qualified in their entirety by reference to such documents, and references 
herein to the Bonds are qualified in their entirety by reference to the definitive forin thereof 
included in the Indenture. Copies of the Loan Agreement, the Indenture, the Letter of Credit and 
the Reimbursement Agreement will be available for inspection at the principal corporate trust 
office of the Trustee. Certain information relating to The Depository Trust Company (“DTC”) 
and the book-entry-only system has been furnished by DTC. All statements herein are qualified 
in their entirety by reference to each such documelit and, with respect to the enforceability of 
certain rights and remedies, to laws and principles of equity relating to or affecting generally the 
enforcement of creditors’ rights. 

The Project 

The Project has been coinpleted and consists of certain solid waste disposal facilities of 
the Company used in connection with its Brown Generating Station situated in Mercer County. 

The Issuer 

The Issuer is a public body corporate and politic duly created and existing as a county 
and political subdivision under the Constitution and laws of the Coininonwealth of Kentucky. 
The Issuer is authorized by Sections 103.200 to 103.285, inclusive, of the Kentucky Revised 
Statutes (collectively, the “Act”) to (a) reoffer the Bonds and (b) amend and restate and continue 
to perform its obligations under the Loan Agreement and the Indenture. The Issuer, through its 
legislative body, the Fiscal Court, has adopted one or inore ordinances authorizing the issuance 
of the Bonds and the execution and delivery of the related documents. 

THE BONDS ARE SPECIAL AND LIMITED OBLIGATIONS PAYABLE SOLELY 
AND ONLY FROM CERTAIN SOURCES, INCLUDING AMOUNTS TO BE RECEIVED BY 
THE TRUSTEE FROM THE LETTER OF CREDIT AND BY OR ON BEHALF OF THE 
ISSUER UNDER THE LOAN AGREEMENT. THE BONDS DO NOT CONSTITUTE AN 
INDEBTEDNESS, GENERAL OBLJGATION OR PLEDGE OF THE FAITH AND CREDIT 
OR TAXING POWER OF THE ISSUER, THE COMMONWEALTH OF KENTUCKY OR 
ANY POLITICAL SIJBDIVISION THEREOF, AND DO NOT GIVE RISE TO A 
PECUNIARY LIABILITY OF THE ISSIJER OR A CHARGE AGAINST ITS GENERAL 
CREDIT OR TAXING POWERS. 

Summary of the Bonds 

General 

The Bonds will be issued in the aggregate principal amount set forth on the cover page of 
this Reoffering Circular and will mature on May 1 , 2023. The Bonds are also subject to optional 
redemption, extraordinary optional redemption, in whole or in part, and mandatory redemption 
prior to maturity as described herein. 
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The Bonds currently bear interest at a Weekly Rate. From and after the Reoffering Date, 
the Bonds will bear interest at a Weekly Rate and will be payable on the first Business Day of 
each calendar month, commencing on January 2, 2009. The Bonds will continue to bear interest 
at the Weekly Rate until a Conversion to another Interest Rate Mode is specified by the 
Company or until the redemption or maturity of the Bonds. The permitted Interest Rate Modes 
for the Bonds are (i) the “Flexible Rate,” (ii) the “Daily Rate,” (iii) the “Weekly Rate,” (iv) the 
“Semi-Annual Rate,” (v) the “Annual Rate,” (vi) the “Long Term Rate” and (vii) the “Dutch 
Auction Rate.” Changes in the Interest Rate Mode will be effected, and notice of such changes 
will be given, as described below in “- Conversion of Interest Rate Modes and Changes of 
Long Term Rate Periods.” 

During each Rate Period for an Interest Rate Mode (other than a Dutch Auction Rate), the 
interest rate or rates for the Bonds in that Interest Rate Mode, and Flexible Rate Periods for 
Bonds accruing interest at a Flexible Rate, will be determined by the Remarketing Agent in 
accordance with the Indenture; provided that the interest rate or rates borne by any Bonds may 
not exceed the lesser of (i) the rnaxiinutn interest rate permitted by applicable law or (ii) 10% per 
annum. 

Interest on the Bonds which bear interest at a Flexible Rate, Daily Rate or Weekly Rate 
will be computed on the basis of a year of 365 or 366 days, as appropriate, and paid for the actual 
number of days elapsed. Interest on the Bonds which bear interest at a Semi-Annual Rate, 
Annual Rate or Long Term Rate will be computed on the basis of a 360-day year of twelve 
30-day months. Interest on the Bonds which bear interest at a Dutch Auction Rate will be 
computed on the basis of a 360-day year for the actual number of days elapsed. Interest payable 
on any Interest Payment Date will be payable to the registered owner of the Bond as of the 
Record Date for such payment; provided that in the case of Bonds bearing interest at the Flexible 
Rate, interest will be payable to the registered owner of such Bond on the Interest Payment Date 
therefor. The Record Date, in the case of interest accrued at a Daily Rate or Weekly Rate, will 
be the close of business on the Business Day immediately preceding each Interest Payment Date, 
in the case of interest accrued at a Dutch Auction Rate, will be the close of business on the 
second Business Day iinmediately preceding each Interest Payment Date, and in the case of 
interest accrued at a Semi-Annual Rate, Annual Rate or Long Term Rate, will be the close of 
business on the fifteenth day (whether or not a Business Day) of the month preceding each 
Interest Payment Date. 

The Bonds initially will be issued solely in book-entry-only form through DTC (or its 
nominee, Cede & Co.). So long as the Bonds are held in the book-entry-only system, DTC or its 
nominee will be the registered owner or holder of the Bonds for all purposes of the Indenture, the 
Bonds and this Reoffering Circular. See “- Book-Entry-Only System” below. Individual 
purchases of book-entry interests in the Bonds will be made in book-entry-only form in 
(i) denominations of $50,000 and integral multiples thereof, if bearing interest at the Dutch 
Auction Rate, (ii) denominations of $1 00,000 or any integral multiple thereof, if bearing interest 
at the Daily Rate, the Weekly Rate or the Semi-Annual Rate, (iii) denominations of $100,000 or 
any integral tnultiple of $5,000 in excess of $100,000, if bearing interest at Flexible Rates, or 
(iv) denominations of $5,000 and integral multiples thereof, if bearing interest at the Annual Rate 
or the Long Term Rate. 
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Except as otherwise described below for Bonds held in DTC’s book-entry-only system, 
the principal or redemption price of the Bonds is payable at the designated corporate trust office 
in New York, New York, of the Trustee, as paying agent (the “Paying Agent”). Except as 
otherwise described below for Bonds held in DTC’s book-entry-only system, interest on the 
Bonds is payable by check mailed to the owner of record; provided that interest payable on each 
Bond will be payable in iininediately available fiinds by wire transfer within the continental 
United States or by deposit into a bank account maintained with the Paying Agent (i) if the 
Interest Rate Mode is the Daily Rate, the Weekly Rate, the Dutch Auction Rate or the Flexible 
Rate, or (ii) at the written request of any owner of record holding at least $1,000,000 aggregate 
principal amount of the Bonds, if the Interest Rate Mode is the Semi-Annual Rate, Annual Rate 
or Long Term Rate, received by the Trustee, as bond registrar (the “Bond Registrar”), at least 
one Business Day prior to any Record Date. Except as otherwise described below for Bonds 
held in DTC’s book-entry-only system, if the Interest Rate Mode is the Flexible Rate, interest 
payable on each Bond will be paid only upon presentation and surrender of such Bond. 

Bonds may be transferred or exchanged for an equal total amount of Bonds of other 
authorized denominations upon surrender of such Bonds at the principal office of the Bond 
Registrar, accompanied by a written instrument of transfer or authorization for exchange in form 
and with guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered 
owner or the owner’s duly authorized attorney. Except as provided in the Indenture, the Bond 
Registrar will not be required to register the transfer or exchange of any Bond (i) during the 
fifteen days before any mailing of a notice of redemption of Bonds, (ii) after such Bond has been 
called for redemption or (iii) for which a registered owner has subinitted a demand for purchase 
(see “- Purchases of Bonds on Demand of Owner” below), or which has been purchased (see 
“- Payment of Purchase Price” below). Registration of transfers and exchanges will be made 
without charge to the registered owners of Bonds, except that the Bond Registrar may require 
any registered owner requesting registration of transfer or exchange to pay any required tax or 
governmental charge. 

The Bonds Are Not Insured 

1Jpon the issuance of the Letter of Credit on the Reoffering Date, the Municipal Bond 
Insurance Policy (the “Bond Insurance Policy”) issued by Arnbac Assurance Corporation 
(“Ambac”) on May 19, 2000 will have been irrevocably surrendered and cancelled. The Bonds 
described in this Reoffering Circular are not insured, and holders thereof will have no recourse 
to, under or against any bond insurance policy or bond insurer, including the aforementioned 
Bond Insurance Policy issued by Ambac. 

Tender Agent 

Owners may tender their Bonds, and in certain circumstances will be required to tender 
their Bonds, to the Tender Agent for purchase at the times and in the manner described herein 
under “- Summary of Certain Provisions of the Bonds,” “- Purchases of Bonds on Demand of 
Owner,” and “- Mandatory Purchases of Bonds.” So long as the Bonds are held in DTC’s 
book-entry-only system, the Trustee will act as Tender Agent under the Indenture. Any 
SLiccessor Tender Agent appointed pursuant to the Indenture will also be a Paying Agent. 



Remarketing Agent 

Morgan Stanley & Co. Incorporated will act as the Remarketing Agent with respect to the 
Bonds (the “Remarketing Agent”). The Remarlteting Agent may resign or be removed and a 
successor Remarketing Agent may be appointed in accordance with the terms of the Indenture 
and the Remarketing Agreement for the Bonds between the Remarketing Agent and the 
Company. 

Special Considerations Relating to the Remarketing Agent 

The Reniarketina Anent is paid bv the Conipanv. 

The Remarketing Agent’s responsibilities include determining the interest rate from time 
to time and remarketing Bonds that are optionally or mandatorily tendered by the owners thereof 
(subject, in each case, to the terms of the Remarketing Agreement), all as further described 
herein. The Remarketing Agent is appointed by the Issuer at the request of the Company and 
paid by the Company for its services. As a result, the interests of the Remarketing Agent may 
differ fiom those of existing holders and potential purchasers of Bonds. 

The Remarketing Agent rozitinelv pzirchases bonds for its own account. 

The Remarketing Agent acts as remarketing agent for a variety of variable rate demand 
obligations and, in its sole discretion, routinely purchases such obligations for its own account in 
order to achieve a successful remarketing of the obligations (i.e., because there are otherwise not 
enough buyers to purchase the obligations) or for other reasons. The Remarketing Agent is 
permitted, but not obligated, to purchase tendered Bonds for its own account and, if it does so, it 
may cease doing so at any time without notice. The Remarketing Agent may also make a market 
in the Bonds by routinely purchasing and selling Bonds other than in connection with an optional 
or mandatory tender and remarlteting. Such purchases and sales may be at or below par. 
However, the Remarketing Agent is not required to make a market in the Bonds. The 
Remarketing Agent may also sell any Bonds it has purchased to one or more affiliated 
investment vehicles for collective ownership or enter into derivative arrangements with affiliates 
or others in order to reduce its exposure to the Bonds. The purchase of Bonds by the 
Remarketing Agent may create the appearance that there is greater third party demand for the 
Bonds in the market than is actually the case. The practices described above also may result in 
fewer Bonds being tendered in a remarketing. 

Bonds niav be ofkred at different prices on any date, 

As more fully described under the caption “- Determination of Interest Rates for 
Interest Rate Modes,” the Remarketing Agent shall determine the minimum rate of interest per 
annum which in the opinion of the Remarketing Agent, would be necessary on and as of such 
day to remarket the Bonds in a secondary market transaction at a price equal to the principal 
amount thereof plus accrued interest thereon, if any, provided that such rate of interest shall not 
exceed 10% per annum. The interest rate will reflect, among other factors, the level of market 
demand for the Bonds (including whether the Remarketing Agent is willing to purchase Bonds 
for its own account). There may or may not be Bonds tendered and remarketed on a day that the 
rate on the Bonds are set, the Remarketing Agent may or may not be able to remarket any Bonds 
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tendered for purchase on such date at par and the Remarketing Agent may sell Bonds at varying 
prices to different investors on such date or any other date. The Remarketing Agent is not 
obligated to advise purchasers in a remarketing if it does not have third party buyers for all of the 
Bonds at the remarketing price. In the event the Remarketing Agent owns any Bonds for its own 
account, it may, in its sole discretion in a secondary market transaction outside the tender 
process, offer such Bonds on any date, including the day that the rate on the Bonds are set, at a 
discount to par to some investors. 

The abilitv to sell the Bonds other than through the tender yr-ocess niqv be linzited 

The Remarketing Agent may buy and sell Bonds other than through the tender 
process. However, it is not obligated to do so and may cease doing so at any time without 
notice and may require holders that wish to tender their Bonds to do so through the 
Trustee with appropriate notice. Thus, investors who purchase the Bonds, whether in a 
remarketing or otherwise, should not assume that they will be able to sell their Bonds other 
than by tendering the Bonds in accordance with the tender process. 

Certain Definitions 

As used herein, each of the following terms will have the meaning indicated. Certain 
capitalized terms used herein and not otherwise defined will have the meanings set forth in the 
Indenture. 

“Alternate Crediil Facilily” means an irrevocable letter of credit, a municipal bond 
insurance policy, a surety bond, a line or lines of credit, a guarantee or other similar agreement or 
agreements or any other agreement or agreements used to provide liquidity or credit support for 
the Bonds, satisfactory to the Company and the Remarketing Agent and containing 
administrative provisions reasonably satisfactory to the Trustee, issued and delivered to the 
Trustee in accordance with the Indenture. 

“Annzml Rate Period’ means the period beginning on, and including, the Conversion 
Date to the Annual Rate and ending on, and including, the day next preceding the second Interest 
Payment Date thereafter, and each successive twelve-month period (or portion thereof) thereafter 
until the day preceding the earlier of the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

“ReneJiciaZ Owner” means the person in whose name a Bond is recorded as such upon 
the systems of DTC and each DTC Participant (as defined herein) or the registered holder of 
such Bond if such Bond is not then registered in the name of Cede & Co. 

“Rztsiness Day” means any day other than (i) a Saturday or Sunday or legal holiday or a 
day on which banking institutions located in the city in which the principal office of the Trustee, 
the Bond Registrar, the Tender Agent, the Paying Agent, the Company, the Credit Facility Issuer 
or the Remarketing Agent is located are authorized by law or executive order to close or (ii) a 
day on which the New York Stock Exchange is closed. 

“Conversion” means any conversion from time to time in accordance with the terms of 
the Indenture of the Bonds from one Interest Rate Mode to another Interest Rate Mode. 
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“Conversion Date” means the date on which any Conversion becomes effective. 

“Credit Facility” means an irrevocable direct pay letter of credit or other credit 
enhancement or liquidity support facility, or any combination thereof, delivered to and in favor 
of the Trustee for the benefit of the owners of the Bonds pursuant to the Indenture and 
designated as a “Credit Facility” under the Indenture, and includes the Initial Credit Facility or 
any Alternate Credit Facility delivered to the Trustee pursuant to the Indenture. 

“Credit Facility Issuer” means the Initial Credit Facility Issuer and the issuer of any 
Credit Facility or Alternate Credit Facility subsequently in effect. 

“Daily Rate Period” means the period beginning on, and including, the Conversion Date 
to the Daily Rate and ending on and including the day preceding the next Business Day and each 
period thereafter beginning on and including a Business Day and ending on and including the 
day preceding the next succeeding Business Day until the day preceding the earlier of the 
Conversion to a different Interest Rate Mode or the maturity of the Bonds. 

‘‘Dutch Auction Rate” means the rate of interest to be borne by the Bonds during each 
Dutch Auction Rate Period determined in accordance with the Indenture. 

“Dzitch Auction Rate Period” means the period during which the Bonds bear interest at 
the Dutch Auction Rate. 

“Flexible Rate” means the Interest Rate Mode for the Bonds in which the interest rate for 
each Bond is determined with respect to that Bond during each Flexible Rate Period applicable 
to that Bond, as provided in the Indenture. 

“Flexible Rate Period” means with respect to any Bond, each period (which may be from 
one day to 270 days, or such lower maxiinuin nuinber of days as is then perinitted under the 
Indenture) determined for such Bond, as provided in the Indenture. 

“Initial Credit Facility” means the irrevocable direct pay letter of credit issued by the 
Initial Credit Facility Issuer to the Trustee with respect to the Bonds on the Reoffering Date. 

“Initial Credit Facility Issuer” means Coinmerzbank AG, New York Branch. 

“Interest Paynienl Date” means (i) if the Interest Rate Mode is the Daily Rate or the 
Weekly Rate, the first Business Day of each calendar month, (ii) if the Interest Rate Mode is the 
Flexible Rate, for each Bond the first Business Day following the last day of each Flexible Rate 
Period for such Bond, (iii) if the Interest Rate Mode is the Semi-Annual Rate, the Annual Rate or 
the Long Term Rate, May 1 and November 1 ; (iv) if the Interest Rate Mode is the Dutch Auction 
Rate Mode, the dates determined in accordance with the terms of the Indenture; and (v) any 
Conversion Date (including the date of a failed Conversion) or the effective date of a change to a 
new Long Term Rate Period for such Bonds. In any case, the final Interest Payment Date will be 
the maturity date of the Bonds. 
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“Interest Period” means for all Bonds (or for any Bond if the Interest Rate Mode is the 
Flexible Rate) the period from and including each Interest Payment Date to and including the 
day immediately preceding the next Interest Payment Date, provided, however that the first 
Interest Period for the Bonds will begin on (and include) the date of issuance of the Bonds and 
the final Interest Period will end on April 30, 2023. 

“Interest Rate Mode” means the Dutch Auction Rate, the Flexible Rate, the Daily Rate, 
the Weekly Rate, the Semi-Annual Rate, the Annual Rate and the L,ong Term Rate. 

“Long Temz Rate Period” means any period established by the Company as hereinafter 
set forth under “- Determination of Interest Rates for Interest Rate Modes - Long Term Rates 
and Long Term Rate Periods” and beginning on, and including, the Conversion Date to the Long 
Term Rate and ending on, and including, the day preceding the last Interest Payment Date for 
such period and, thereafter, each successive period of the same duration as the Long Term Rate 
Period previously established until the day preceding the earliest of the change to a different 
Long Term Rate Period, the Conversion to a different Interest Rate Mode or the maturity of the 
Bonds. 

“Prevailing Market Conditionsy’ means, without limitation, the following factors: existing 
short-term or long-term market rates for securities, the interest on which is excluded from gross 
income for federal income tax purposes; indexes of such short-term or long-term rates and the 
existing market supply and demand for securities bearing such short-term or long-term rates; 
existing yield curves for short-term or long-term securities for obligations of credit quality 
comparable to the Bonds, the interest on which is excluded from gross income for federal income 
tax purposes; general economic conditions; industry economic and financial conditions that may 
affect or be relevant to the Bonds; and such other facts, circumstances and conditions as the 
Remarlteting Agent, in its sole discretion, determines to be relevant. 

“Purchase Date” means any date on which Bonds are to be purchased on the demand of 
the registered owners thereof or are subject to mandatory purchase as described in the Indenture. 

“Rein~hzirsement Agreement” means the Reimbursement Agreement, to be dated as of 
December 17, 2008, between the Company and the Initial Credit Facility Issuer, as the same may 
be amended from time to time, and any other agreement between the Company and a Credit 
Facility Issuer, setting forth the obligations of the Company to such Credit Facility Issuer arising 
out of any payments under such Credit Facility and which provides that it will be deemed to be a 
Reimbursement Agreement for the purpose of the Indenture. 

“Senzi-Annual Rate Period” means the period beginning on, and including, the 
Conversion Date to the Semi-Annual Rate, and ending on, and including, the day preceding the 
first Interest Payment Date thereafter and each successive six-month period thereafter beginning 
on and including an Interest Payment Date and ending on and including the day next preceding 
the next Interest Payment Date until the day preceding the earlier of the Conversion to a different 
Interest Rate Mode or the maturity of the Bonds. 
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“Weekly Rate Period” means the period beginning on, and including, the Conversion 
Date to the Weekly Rate, and ending on, and including, the next Tuesday, and thereafter the 
period beginning on, and including, each Wednesday and ending on, and including, the earliest 
of the next Tuesday, the day preceding the Conversion to a different Interest Rate Mode or the 
maturity of the Bonds. 

Summary of Certain Provisions of the Bonds 

The following table suininarizes, for each of the permitted Interest Rate Modes (except 
the Dutch Auction Rate): the dates on which interest will be paid (Interest Payment Dates); the 
dates on which each interest rate will be determined (Interest Rate Determination Dates); the 
period of time (Interest Rate Periods) each interest rate will be in effect (provided that the initial 
Interest Rate Period for each Interest Rate Mode may begin on a different date fiom that 
specified, which date will be the Conversion Date or the date of a change in the Long Term Rate, 
as applicable); the dates on which registered owners may tender their Bonds for purchase to the 
Tender Agent and the notice requirements therefor (provided that while the Bonds are held in 
book-entry-only form, all notices of tender for purchase will be given by Beneficial Owners in 
the manner described under “- Purchases of Bonds on Demand of Owner - Notice Required 
for Purchases”) (Purchase on Demand of Owner; Required Notice); the dates on which the 
Bonds are subject to mandatory tender for purchase (Mandatory Pzirchase Dates); the 
redemption provisions applicable to the Bonds (Redemption); the notice requirements for 
redemption and mandatory tender for purchase (Notices of Redemption and Mandatory 
Purchases); and the manner by which registered owners will receive payments of principal, 
interest, redemption price and purchase price (Manner oJPayment). All times stated are New 
York City time. 
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Interest Payment Dates 

Interest Rate 
Determination Dates 

Interest Rate Periods 

Purchase on Demand of 
Owner; Required 
Notice* 

Mandatory Purchase 
Dates 

Redemption 

Notices of Conversion, 
Redemption and 
Mandatory Purchases 

Manner of Payment’ 

FLEXIBLE RATE 

With respect to any Bond, the first 
Business Day following the last day of 
each Flexible Rate Period for that Bond. 

For each Bond, not later than 1:OO pm.  
on the first day of each Flexible Rate 
Period for such Bond. 

For each Bond, each Flexible Rate 
Period will be of a duration designated 
by the Remarketing Agent of one day to 
270 days (or lower maximum number as 
specified in the Indenture); must end on 
a day immediately prior to a Business 
Day. 

No purchase on demand of the owner. 

Any Conversion Date; with respect to 
each Bond, on each Interest Payment 
Date for such Bond; and upon delivery, 
cancellation, substitution, extension, 
termination or expiration of any Credit 
Facility or replacement with Alternate 
Credit Facility. 

Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
Mandatory at par, on any Business Day 
(other than extraordinary optional 
redemption as a result of damage, 
destruction or condenination which will 
be on an Interest Payment Date). 

Not fewer than 15 days (30 days notice 
of Conversion to the Semi-Annual, 
Annual or Long Tern1 Rate) or greater 
than 60 days for notice of Conversion or 
redemption. No notice of mandatory 
purchase following end of each Flexible 
Rate Period. 

Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon surrender of 
the Bond to the Tender Agent. 

DAILY RATE 

The first Business Day of each 
calendar month. 

Not later than 9:30 a.m. on 
each Business Day. 

From and including each 
Business Day to but not 
including the next Business 
Day. 

Any Business Day; by written 
or telephonic notice, promptly 
confirmed in writing, to the 
Tender Agent by 1O:OO a.m. on 
such Business Day. 

Any Conversion Date; and 
upon delivery, cancellation, 
substitution, extension, 
termination or expiration of 
any Credit Facility or 
replacement with Alternate 
Credit Facility. 

Optional, Extraordinary 
Optional and Mandatory at par 
on any Business Day. 

Not fewer than 15 days (30 
days notice of Conversion to 
the Semi-Annual, Annual or 
L.ong Term Rate) or greater 
than 60 days for notice of 
Conversion or redemption. 
Not fewer than 15 days or 
greater than 45 days for notice 
of mandatory purchase. 

Principal or redemption price 
upon surrender of the Bond to 
the Paying Agent; purchase 
price upon surrender of the 
Bond to the Tender Agent. 

WEEKLY RATE -- 
The first Business Day of each 
calendar month. 

Not later than 1O:OO a.m. on the first 
day of each Weekly Rate Period or, if 
not a Business Day, on the next 
succeeding Business Day. 

From and including each Wednesday 
to and including the following 
Tuesday. 

Any Business Day; by written notice 
to the Tender Agent not later than 
5:OO p.m. on a Business Day at least 
seven days prior to the Purchase 
Date. 

Any Conversion Date; and upon 
delivery, cancellation, substitution, 
extension, termination or expiration 
of any Credit Facility or replacement 
with Alternate Credit Facility. 

- 
Optional, Extraordinary Optional and 
Mandatory at par on any Business 
Day. 

Not fewer than 15 days (30 days 
notice of Conversion to the Semi- 
Annual, Annual or Long Term Rate) 
or greater than 60 days for notice of 
Conversion or redemption. Not 
fewer than 15 days or greater than 45 
days for notice of mandatory 
purchase. 

Principal or redemption price upon 
surrender of the Bond to the Paying 
Agent; purchase price upon surrender 
of the Bond to the Tender Agent. 

* 
So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and mandatory purchases shall be sent 

to Cede & Co., payments of principal, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
of DTC and notices of mandatory purchase may be given not less than five days prior to the Purchase Date. See “- Book-Entry- 
Only System” below. 

1 1  



Interest Payment Date 

SEMI-ANNUAL 

Interest Rate 
Determination Dates 

ANNUAL 

Interest Rate Periods 

Each May 1 and November 1. 

Not later than 12:OO noon on the Business 
Day preceding the first day of the 
Semi-Annual Rate Period. 

Each six-month period from and including 
each May 1 and November 1 to and 
including the day preceding the next 
Interest Payment Date. 

Purchase on Demand of 
Owner; Required Notice* 

Each May 1 and Noveniber 1" 

Not later than 12:OO noon on the 
Business Day preceding the first 
day of the Annual Rate Period. 

Each one-year period from and 
including each May 1 and 
November 1 to and including the 
day immediately preceding the 
second Interest Payment Date 
thereafter. 

Mandatory Purchase 
Dates 

On any Interest Payment Date; by written 
notice to the Tender Agent on any Business 
Day not later than the fifteenth day prior to 
the Purchase Date. 

Any Conversion Date; the first Business 
Day after the end of each Semi-Annual 
Rate Period; and upon delivery, 
cancellation, substitution, extension, 
terinination or expiration of any Credit 
Facility or replacement with Alternate 
Credit Facility. 

Optional at par on any Interest Payment 
Date; Extraordinary Optional and 
Mandatory at par, on any Business Day 
[other than extraordinary optional 
redemption as a result of damage, 
destruction or condemnation wbich will be 
on an Interest Payment Date). 

Not fewer than-30 days or greater than 60 
days for notice of Conversion or 
redemption Not fewer than 1.5 days or 
yeater than 45 days for notice of 
mandatory purchase. 

Redemption 

On tlie final Interest Payment 
Date for the Annual Rate Period; 
by written notice to the Tender 
Agent on any Business Day not 
later than the fifteenth day prior 
to the Purchase Date. 

Any Conversion Date: the first 
Business Day after the end of 
each Annual Rate Period; and 
upon delivery, cancellation, 
substitution, extension, 
termination or expiration of any 
Credit Facility or replacement 
with Alternate Credit Facility. 

Optional at par on the final 
Interest Payment Date; 
Extraordinary Optional and 
Mandatoiy at par, on any 
Business Day 

Not fewer than 30 days or greater 
than 60 days for notice of 
Conversion or redemption. Not 
fewer than 1.5 days or greater 
than 45 days for notice of 
mandatory purchase. 

Notices of Conversion, 
Iledemption :ind 
\I:indiitory Purcii:ises' 

Principal or redemption price upon 
surrender of the Bond to the Paying Agent; 
interest by check mailed to the registered 
3wners or, upon request of registered 
Dwner, of $1,000,000 or more of an 
individual issue of Bonds, in immediately 
available funds; purchase price upon 
surrender of the Bond to the Tender Agent. 

Manner of Payment' Principal or redemption price 
upon surrender of the Bond to the 
Paying Agent; interest by check 
mailed to the registered owners 
or, upon request of registered 
owner, of $1,000,000 or more of 
an individual issue of Bonds, in 
immediately available funds; 
purchase price upon surrender of 
the Bond to the Tender Agent. 

LONG TERM 

Each May I and November 1; any 
Conversion Date; and the effective date 
of any change to a new Long Term Rate 
Period. 

Not later than 12:OO noon on the 
Business Day preceding the first day of 
the Long Term Rate Period. 

Each period designated by the Coinpan! 
of more than one year in duration and 
which is an integral multiple of six 
months, from and including the first da) 
of such period (May I and November I 
to and including the day immediately 
preceding tlie last Interest Payment Datc 
for that period. 

On the final Interest Payment Date for 
the L,ong Tern1 Rate Period; by written 
notice to the Tender Agent on a 
Business Day not later than the fifteentl 
day prior to the Purchase Date. 

Any Conversion Date; the first Busines: 
Day after the end of each L.ong Term 
Rate Period; the effective date of a 
change of L.ong Term Rate Period; and 
upon delivery, cancellation, substitution 
extension, termination or expiration of 
any Credit Facility or replacement with 
Alternate Credit Facility. 

Optional at times and prices dependent 
on the length of the Long Term Rate 
Period; Extraordinary Optional and 
Mandatory at par, on any Business Day. 

Not fewer than 30 days or greater than 
60 days for notice of Conversion or 
redemption. Not fewer than I5 days or 
greater than 4.5 days for notice of 
[mandatory purchase. 

Principal or redcmption price upon 
surrender of the Bond to the Paying 
Agent; interest by check mailed to the 
registered owners or, upon request of 
registered owner, of $1,000,000 or morc 
of an individual issue of Bonds, in 
immediately available funds; purchase 
price upon surrender of the Bond to the 
Tender Agent. 

* 
So long as DTC or its nominee is the registered owner of the Bonds, notices of redemption and mandatory purchases shall be sent 

to Cede & Co., payments of principal, redemption and purchase price of and interest on the Bonds will be paid through the facilities 
of DTC and notices of mandatory purchase may be given not less than five days prior to the Purchase Date. See "- Book-Entiy- 
Only System" below. 
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Determination of Interest Rates for nterest Rate Modes 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, the interest rate on 
the Bonds for any Business Day will be the rate established by the Remarketing Agent no later 
than 9 3 0  am.  (New York City time) on such Business Day as the minimum rate of interest 
necessary, in the judgment of the Remarlteting Agent taking into account then Prevailing Market 
Conditions, to enable the Remarketing Agent to sell the Bonds on such Business Day at a price 
equal to the principal amount thereof, plus accrued interest, if any, thereon. For any day which is 
not a Business Day or if the Remarketing Agent does not give notice of a change in the interest 
rate, the interest rate on the Bonds will be the interest rate in effect for the immediately preceding 
Business Day. 

Weeklv Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, the interest rate 
on the Bonds for a particular Weekly Rate Period will be the rate established by the Remarketing 
Agent no later than 1O:OO a.m. (New York City time) on the first day of such Weekly Rate 
Period or, if such first day is not a Business Day, on the next succeeding Business Day, as the 
minimum rate of interest necessary, in the judgment of the Remarketing Agent taking into 
account then Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds 
on such first day at a price equal to the principal amount thereof, plus accrued interest, if any, 
thereon. 

Flexible Rates and Flexible Rate Periods. If the Interest Rate Mode for the Bonds is the 
Flexible Rate, the interest rate on a Bond for a specific Flexible Rate Period will be the rate 
established by the Remarketing Agent no later than 1:00 p.m. (New York City time) on the first 
day of that Flexible Rate Period as the ininimuin rate of interest necessary, in the judgment of the 
Remarketing Agent taking into account then Prevailing Market Conditions, to enable the 
Remarketing Agent to sell such Bond on that day at a price equal to the principal amount thereof. 
Each Flexible Rate Period applicable for a Bond will be determined separately by the 
Remarketing Agent on or prior to the first day of such Flexible Rate Period as being the Flexible 
Rate Period permitted under the Indenture which, in the judgment of the Remarketing Agent, 
taking into account then Prevailing Market Conditions, will, with respect to such Bond, 
ultimately produce the lowest overall interest cost on the Bonds while the Interest Rate Mode for 
the Bonds is the Flexible Rate. Each Flexible Rate Period will be from one day to 270 days in 
length and will end on a day preceding a Business Day. If the Remarlteting Agent fails to set the 
length of a Flexible Rate Period for any Bond, a new Flexible Rate Period lasting to, but not 
including, the next Business Day (or until the earlier Conversion or maturity of the Bonds) will 
be established automatically in accordance with the Indenture. 

Semi-Anntin1 Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, the 
interest rate on the Bonds for a particular Semi-Annual Rate Period will be the rate established 
by the Remarketing Agent no later than 12:OO noon (New York City time) on the Business Day 
immediately preceding the first day of such Semi-Annual Rate Period as the minimum rate of 
interest necessary, in the judgment of the Remarketing Agent taking into account then Prevailing 
Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first day at a price 
equal to the principal amount thereof. 
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Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, the interest rate 
on the Bonds for a particular Annual Rate Period will be the rate of interest established by the 
Reinarlteting Agent no later than 12:OO noon (New York City time) on the Business Day 
preceding the first day of such Annual Rate Period as the minimtun rate of interest necessary, in 
the judgment of the Reinarlteting Agent taking into account then Prevailing Market Conditions, 
to enable the Remarketing Agent to sell the Bonds on such first day at a price equal to the 
principal ainount thereof. 

Aziction Rate. If the Interest Rate Mode for the Bonds is the Dutch Auction Rate, the 
interest rate on the Bonds for a particular Dutch Auction Rate Period will be the rate established 
in accordance with the procedures set forth in the Indenture. 

Long Term Rates and Long Term Rate Periods. If the Interest Rate Mode for the Bonds 
is the Long Term Rate, the interest rate on the Bonds for a particular Long Term Rate Period will 
be the rate established by the Remarketing Agent no later than 12:OO noon (New York City time) 
on the Business Day preceding the first day of such Long Term Rate Period as the minimum rate 
of interest necessary, in the judgment of the Reinarlteting Agent taking into account then 
Prevailing Market Conditions, to enable the Remarketing Agent to sell the Bonds on such first 
day at a price equal to the principal ainount thereof. The Company will establish the duration of 
the Long Term Rate Period at the time that it directs the Conversion of the Interest Rate Mode to 
the Long Term Rate, and thereafter each successive Long Term Rate Period will be the same as 
the Long Term Rate Period so established by the Company until a different Long Term Rate 
Period is specified by the Company in accordance with the Indenture (in which case the duration 
of that Long Term Rate Period will control succeeding Long Term Rate Periods), subject in all 
cases to the occurrence of a Conversion Date or the maturity of the Bonds. Each Long Term 
Rate Period will be inore than one year in duration, will be for a period which is an integral 
multiple of six months and will end on the day next preceding an Interest Payment Date; 
provided that if a Long Term Rate Period commences on a date other than a May 1 or 
November 1, such Long Term Rate Period may be for a period which is not an integral multiple 
of six months but will be of a duration as close as possible to (but not in excess of) such Long 
Term Rate Period established by the Company and will terminate on a day preceding an Interest 
Payment Date, and each successive Long Term Rate Period thereafter will be for the full period 
established by the Company until a different Long Term Rate Period is specified by the 
Company in accordance with the Indenture or until the occurrence of a Conversion Date or the 
maturity of the Bonds; provided flirther that no Long Term Rate Period will extend beyond the 
final maturity date of the Bonds. 

Failure to Determine Rate. If for any reason the interest rate for a Bond is not 
determined by the Remarketing Agent, except as described below under "- Conversion of 
Interest Rate Modes and Changes of Long Term Rate Periods - Change of Long Term Rate 
Period" and "- Cancellation of Conversion of Interest Rate Mode," the interest rate for such 
Bond for the next succeeding interest rate period will be the interest rate in effect for such Bond 
for the preceding interest rate period and, pursuant to the terms of the Indenture, there will be no 
change in the then applicable Long Term Rate Period or any Conversion from the then 
applicable Interest Rate Mode. Notwithstanding the foregoing, if for any reason the interest rate 
for a Bond bearing interest at a Flexible Rate is not determined by the Reinarlteting Agent, the 
interest rate for such Bond for the next succeeding Interest Period will be equal to The Bond 
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Market Association Municipal Swap IndexTM (the “Municipal Index”) as defined in the 
Indenture and the Interest Period for such Bond will extend through the day preceding the next 
Business Day, until the Trustee is notified of a new Flexible Rate and Flexible Rate Period 
determined for such Bond by the Remarketing Agent. 

Conversion of Interest Rate Modes and Changes of Long Term Rate Periods 

Method qf Conversion. The Interest Rate Mode for the Bonds is subject to Conversion 
from time to time, in whole but not in part, on the dates specified below under “- Limitations 
on Conversion,” at the option of the Company, upon notice from the Bond Registrar to the 
registered owners of the Bonds, as described below. With any notice of Conversion, the 
Company must also deliver to the Bond Registrar and the Credit Facility Issuer an opinion of 
Bond Counsel stating that such Conversion is authorized or permitted by the Act and is 
authorized by the Indenture and will not adversely affect the exclusion from gross income of 
interest on the Bonds for federal income tax purposes. 

Conditions Precedent to Conversions. The following conditions are applicable to 
Conversions of the Bonds: 

(a) any Credit Facility to be held by the Trustee after the Conversion Date 
must be sufficient to cover the principal of and accrued interest on the outstanding Bonds 
for the maximum Interest Period permitted for that particular Interest Rate Mode plus 
10 days at the maximum interest rate, and if a Credit Facility is to be held by the Trustee 
after the Conversion of the Bonds to a Long Term Rate Period, that Credit Facility must 
also extend for the entire Long Term Rate Period plus 10 days at the maximum interest 
rate; and 

(b) if a Credit Facility is then in effect and the purchase price of the Bonds 
under the Indenture includes any premium, the Trustee will be entitled to draw on that 
Credit Facility in an aggregate amount sufficient to pay the applicable purchase price 
(including such premium) or, in the alternative, available moneys will be available in the 
necessary amount and are applied to the payment of such premium. 

Limitations on C o n v e w .  Any Conversion of the Interest Rate Mode for the Bonds 
must be in compliance with the following conditions: (i) the Conversion Date must be a date on 
which the Bonds are subject to optional redemption (see “- Redemptions - Optional 
Redemption” below); provided that any Conversion from the Daily Rate Period to a Weekly Rate 
Period or from the Weekly Rate Period to the Daily Rate Period must be on a Wednesday and, if 
the Conversion is to or from a Dutch Auction Rate Period, the Conversion Date must be the last 
Interest Payment Date in respect of that Dutch Auction Rate Period; (ii) if the proposed 
Conversion Date would not be an Interest Payment Date but for the Conversion, the Conversion 
Date must be a Business Day; (iii) if the Conversion is froin the Flexible Rate, (a) the 
Conversion Date may be no earlier than the latest Interest Payment Date established prior to the 
giving of notice to the Remarketing Agent of such proposed Conversion and (b) no further 
Interest Payment Date may be established while the Interest Rate Mode is then the Flexible Rate 
if such Interest Payment Date wodd occur after the effective date of that Conversion; and 
(iv) after a determination is made requiring mandatory redemption of all Bonds pursuant to the 
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Indenture (see “- Redemptions” below), no change in the Interest Rate Mode may be made 
prior to such mandatory redemption. 

Change OfLonn Term Rate Period. The Company may change from one Lmg Term 
Rate Period to another Long Term Rate Period on any Business Day on which the Bonds are 
subject to optional redemption as described under “- Redemptions - Optional Redemption” 
below upon notice from the Bond Registrar to the owners of Bonds as described below. With 
any notice of such change, the Company must also deliver an opinion of Bond Counsel stating 
that such change is authorized or permitted by the Act and is authorized by the Indenture and 
will not adversely affect the exclusion from gross income of interest on the Bonds for federal 
income tax purposes. Notwithstanding the foregoing, the Long Term Rate Period will not be 
changed to a new Long Term Rate Period if (A) the Remarketing Agent has not determined the 
interest rate for the new Lmg Term Rate Period in accordance with the terms of the Indenture or 
(B) the Bond Registrar receives written notice from Bond Counsel prior to the effective date of 
the change to the effect that the opinion of such Bond Counsel required under the Indenture has 
been rescinded. Upon the occurrence of any of the events described in the preceding sentence, 
the Bonds will bear interest at the Weekly Rate commencing on the date which would have been 
the effective date of the proposed change of Long Term Rate Period, subject to the provisions 
described below under “- Cancellation of Conversion of Interest Rate Mode.” 

Notice to Owners of Conversion of Interest Rate Mode or of Change of Long Term Rate 
Period. The Bond Registrar will noti@ each registered owner of the Conversion or change of 
L,ong Term Rate Period, as applicable, by first class mail at least 15 days (30 days in the case of 
Conversion from or to the Semi-Annual Rate, the Annual Rate or a Long Term Rate or in the 
case of a change in the Long Term Rate Period) but not more than 60 days before each 
Conversion Date or each effective date of a change in the Long Term Rate Period. The notice 
will state those matters required to be set forth therein under the Indenture. 

Cancellation of Conversion of Interest Rate Mode. Notwithstanding the foregoing, no 
Conversion will occur if (A) the Remarketing Agent has not determined the initial interest rate 
for the new Interest Rate Mode in accordance with the terms of the Indenture, (B) the Bonds that 
are to be purchased are not remarketed or sold by the Remarketing Agent or (C) the Bond 
Registrar receives written notice from Bond Counsel prior to the opening of business on the 
effective date of Conversion to the effect that the opinion of such Bond Counsel required under 
the Indenture has been rescinded. If such Conversion fails to occur, such Bonds in the Dutch 
Auction Rate will remain in such Interest Rate Mode and Bonds in any other Interest Rate Mode 
will automatically be converted to the Weekly Rate (with the first period adjusted in length so 
that the last day of such period will be a Tuesday) at the rate determined by the Remarketing 
Agent on the failed Conversion Date; provided, that there must be delivered to the Issuer, the 
Trustee, the Tender Agent, the Company, the Credit Facility Issuer and the Remarketing Agent 
an opinion of Bond Counsel to the effect that determining the interest rate to be borne by the 
Bonds at a Weekly Rate is authorized or permitted by the Act and is authorized under the 
Indenture and will not adversely affect the exclusion from gross income of interest on the Bonds 
for federal income tax purposes. If such opinion is not delivered on the failed Conversion Date, 
the Bonds will bear interest for a Rate Period of the same type arid of substantially the same 
length as the Rate Period in effect prior to the failed Conversion Date at a rate of interest 
determined by the Remarketing Agent on the failed Conversion Date (or if shorter, the Rate 
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Period ending on the date before the maturity date); provided that if the Bonds then bear interest 
at the Long Term Rate, and if such opinion is not delivered on the date which would have been 
the effective date of a new Long Term Rate Period, the Bonds will bear interest at the Annual 
Rate, commencing on such date, at an Annual Rate determined by the Remarketing Agent on 
such date. If the proposed Conversion of Bonds fails as described herein, any mandatory 
purchase of such Bonds will remain effective. 

Purchases of Bonds on Demand of Owner 

If the Bonds are in the book-entry-only system, demands for purchase inay be made by 
Beneficial Owners only through such Beneficial Owner’s Direct Participant (as defined under the 
caption “- Book-Entry-Only System”). If the Bonds are in certificated form, demands for 
purchase inay be inade only by registered owners. When the Interest Rate Mode is the Dutch 
Auction Rate, the Bonds are not subject to purchase on demand of the owners thereof. 

Dailv Rate. If the Interest Rate Mode for the Bonds is the Daily Rate, any Bond will be 
purchased on the demand of the registered owner thereof on any Business Day during a Daily 
Rate Period at a purchase price equal to the principal amount thereof plus accrued interest, if any, 
to the Purchase Date upon written notice or telephonic notice to the Tender Agent at its principal 
office not later than 1O:OO a.m. (New York City time) on such Business Day. 

Weekly Rate. If the Interest Rate Mode for the Bonds is the Weekly Rate, any Bond will 
be purchased on the demand of the registered owner thereof on any Business Day during a 
Weekly Rate Period at a purchase price equal to the principal amount thereof plus accrued 
interest, if any, to the Purchase Date upon written notice to the Tender Agent at its principal 
office at or before 5:OO p.m. (New York City time) on a Business Day not later than the seventh 
day prior to the Purchase Date. 

Semi-Annual Rate. If the Interest Rate Mode for the Bonds is the Semi-Annual Rate, any 
Bond will be purchased on the demand of the registered owner thereof on any Interest Payment 
Date for a Semi-Annual Rate Period at a purchase price equal to the principal amount thereof 
upon written notice to the Tender Agent at its principal office on a Business Day not later than 
the fifteenth day prior to such Purchase Date. 

Annual Rate. If the Interest Rate Mode for the Bonds is the Annual Rate, any Bond will 
be purchased on the demand of the registered owner thereof on the final Interest Payment Date 
for such Annual Rate Period at a purchase price equal to the principal amount thereof upon 
written notice to the Tender Agent at its principal office on a Business Day not later than the 
fifteenth day prior to such Purchase Date. 

Long Term Rate. If the Interest Rate Mode for the Bonds is the Long Term Rate, any 
Bond will be purchased on the demand of the registered owner thereof on the final Interest 
Payment Date for such Long Term Rate Period (unless such date is the final maturity date) at a 
purchase price equal to the principal ainount thereof upon written notice to the Tender Agent at 
its principal office on a Business Day not later than the fifteenth day prior to such Purchase Date. 
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Limitations on Purchases on Demand o f  Owner. Notwithstanding the foregoing, there 
will be no purchase of (a) a portion of any Bond unless the portion to be purchased and the 
portion to be retained each will be in an authorized denomination or (b) any Bond upon the 
demand of the registered owner if an Event of Default under the Indenture with respect to the 
payment of principal of, interest on, or purchase price of, the Bonds has occurred and is 
continuing. Also, if the Interest Rate Mode for the Bonds is the Flexible Rate, the Bonds will not 
be subject to purchase on the demand of the registered owners thereof, but each Bond will be 
subject to mandatory purchase on each Conversion Date and on the Interest Payment Date with 
respect to such Bond, as described below under the caption “- Mandatory Purchases of Bonds.” 

Notice Repired-for Purchases. Any written notice delivered to the Tender Agent by an 
owner demanding the purchase of Bonds inust (A) be delivered by the time and dates specified 
above, (B) state the number and principal amoiint (or portion thereof) of such Bond to be 
purchased, (C) state the Purchase Date on which such Bond is to be purchased, (D) irrevocably 
request such purchase and state that the owner agrees to deliver such Bond, duly endorsed in 
blank for transfer, with all signatures guaranteed, to the Tender Agent at or prior to 11:OO a.m. 
(1:OO p.m. if a tender during a Daily Rate Period and 12:OO noon if a tender during a Weekly 
Rate Period) (New York City time) on such Purchase Date. 

Mandatory Purchases of Bonds 

Mandatow Purchase on Conversion Dates or Change bv the Coni-panv in Long Term 
Rate Period. The Bonds will be subject to mandatory purchase at a purchase price equal to the 
principal amount thereof, plus accrued interest, if any, to the Purchase Date, plus, if the Interest 
Rate Mode is the Long Term Rate, the redemption premium, if any, which would be payable as 
described under “- Redemptions - Optional Redemption” below, if the Bonds were redeemed 
on the Purchase Date (A) on each conversion Date and (B) on the effective date of any change 
by the Company of the Long Term Rate Period. Such tender and purchase will be required even 
if the change in Long Term Rate Period or the Conversion is canceled pursuant to the Indenture. 

Mandatoiv Purchase on Each Interest Pqvnient Date ,for Flexible Rate Period. 
Whenever the Interest Rate Mode for the Bonds is the Flexible Rate, each Bond will be subject 
to mandatory purchase at a purchase price equal to the principal amount thereof, without 
premium, plus accrued interest, if any, to the Purchase Date, on each Interest Payment Date that 
interest on such Bond is payable at an interest rate determined for the Flexible Rate. Owners of 
Bonds will receive no notice of such mandatory purchase. 

Mandatow Purchase on Dqv after End ofthe Semi-Annual Rate Period. the Annual Rate 
Period or the Long Term Rate Period. Whenever the Interest Rate Mode for the Bonds is the 
Semi-Annual Rate, the Annual Rate or the Long Term Rate, such Bonds will be subject to 
mandatory purchase on the Business Day following the end of each Semi-Annual Rate Period, 
Annual Rate Period or Long Term Rate Period, as the case may be, for such Bond at a purchase 
price equal to the principal amount thereof plus accrued interest, if any, to such date. 
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Mandaton, Purchase zipon Deliveiy. Cancellation, Substitution. Extension, Terniination 
or Expiration of Anv Cwdit Facilitv or Replacenient with an Alternate Credit Facility. If, at the 
option of the Company, a Credit Facility (other than the initial Letter of Credit) is delivered with 
respect to the Bonds subsequent to the Reoffering Date, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, to the Purchase Date on the date of the delivery of the Credit Facility. In 
addition, if the Bonds are secured by a Credit Facility, the Bonds will be subject to mandatory 
tender for purchase at a purchase price equal to 100% of the principal amount thereof, plus 
accrued interest, if any, (A) on the Interest Payment Date at least five days prior to the date of the 
cancellation of or the expiration of the term of the then current Credit Facility and (B) on the 
Interest Payment Date on which a Credit Facility is replaced with an Alternate Credit Facility. 

Notice to Owners ofMandatow Purchases. Notice to owners of a mandatory purchase of 
Bonds (except for mandatory purchase on each Interest Payment Date for Flexible Rate Periods) 
will be given by the Bond Registrar, by first class mail at least 15 days but not more than 45 days 
before the Purchase Date; provided, however, as an alternative to the foregoing, if DTC or its 
nominee is the registered owner of the Bonds, notice may be given to DTC not less than five 
days before the Purchase Date. The notice of mandatory purchase will state those matters 
required to be set forth therein under the Indenture. No notice of mandatory purchase will be 
given in connection with a mandatory purchase on an Interest Payment Date for a Flexible Rate 
Period. 

Remarketing and Purchase of Bonds 

The Indenture provides that, subject to the terms of a Remarketing Agreement with the 
Company, the Remarketing Agent will use its reasonable best efforts to offer for sale Bonds 
purchased upon demand of the owners thereof and, unless otherwise instructed by the Company 
and with the consent of any Credit Facility Issuer, upon mandatory purchase, provided that 
Bonds will not be reinarketed upon the occurrence and continuance of certain Events of Default 
under the Indenture, except in the sole discretion of the Remarlteting Agent. Each such sale will 
be at a price equal to the principal amount thereof, plus interest accrued to the date of sale. The 
Remarketing Agent, the Trustee, the Paying Agent, the Bond Registrar or the Tender Agent each 
may purchase any Bonds offered for sale for its own account. 

On each date Bonds are to be purchased pursuant to optional or mandatory purchase 
under the Indenture, such Bonds will be purchased from the following sources in the order of 
priority indicated, provided that funds derived from clause (c) may not be combined with the 
funds derived from clauses (a) or (b) to purchase any Bonds: 

(a) proceeds of the remarketing of such Bonds to persons other than the 
Company, its affiliates or the Issuer and furnished to the Tender Agent by the 
Remarlteting Agent and deposited directly into, and held in, the Remarketing Proceeds 
Subaccount of the Purchase Fund established with the Tender Agent under the Indenture; 

(b) proceeds of the Credit Facility, if any, furnished by the Trustee, as Tender 
Agent, and deposited by the Tender Agent directly into, and held in, the Credit Facility 
Subaccount of the Purchase Fund; and 
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(c) moneys paid by the Company (including the proceeds of the remarlteting 
of the Bonds to the Company, its affiliates or the Issuer) to pay the purchase price to the 
Tender Agent. 

If there is no Credit Facility in operation to secure the Bonds, any Bonds will be 
purchased with any moneys made available by the Company, including proceeds from the 
remarketing of the Bonds. 

Payment of Purchase Price 

When a book-entry-only system is not in effect, payment of the purchase price of any 
Bond will be payable (and delivery of a replacement Bond in exchange for the portion of any 
Bond not purchased if such Bond is purchased in part will be made) on the Purchase Date upon 
delivery of such Bond to the Tender Agent on such Purchase Date; provided that such Bond must 
be delivered to the Tender Agent: (i) at or prior to 12:OO noon (New York City time), in the case 
of Bonds delivered for purchase during a Weekly Rate Period or Flexible Rate Period, (ii) at or 
prior to 1:OO p.m. (New York City time), in the case of Bonds delivered for purchase during a 
Daily Rate Period or (iii) at or prior to 11:OO a.m. (New York City time), in the case of Bonds 
delivered for purchase during a Semi-Annual Rate Period, Annual Rate Period or Long Term 
Rate Period. If the date of such purchase is not a Brisiness Day, the purchase price will be 
payable on the next succeeding Business Day. 

Any Bond delivered for payment of the purchase price must be accompanied by an 
instrument of transfer thereof in form satisfactory to the Tender Agent executed in blank by the 
registered owner thereof and with all signatures guaranteed. The Tender Agent may refuse to 
accept delivery of any Bond for which an instrument of transfer satisfactory to it has not been 
provided and has no obligation to pay the purchase price of such Bond until a satisfactory 
instrument is delivered. 

If the registered owner of any Bond (or portion thereof) that is subject to purchase 
pursuant to the Indenture fails to deliver such Bond with an appropriate instrument of transfer to 
the Tender Agent for purchase on the Purchase Date, and if the Tender Agent is in receipt of the 
purchase price therefor, such Bond (or portion thereof) nevertheless will be deemed purchased 
on the Purchase Date thereof. Any owner who so fails to deliver such Bond for purchase on 
(or before) the Purchase Date will have no ftirther rights thereunder, except the right to receive 
the purchase price thereof from those moneys deposited with the Tender Agent in the Purchase 
Fund pursuant to the Indenture upon presentation and surrender of such Bond to the Tender 
Agent properIy endorsed for transfer in blank with all signatures guaranteed. 

When a book-entry-only system is in effect, the requirement for physical delivery of the 
Bonds will be deemed satisfied when the ownership rights in the Bonds are transferred by Direct 
Participants on the records of DTC to the participant account of the Tender Agent. 
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Redemptions 

Optional Redemption. 

(a) Whenever the Interest Rate Mode for the Bonds is the Daily Rate or the 
Weekly Rate, the Bonds will be subject to redemption at the option of the Issuer, upon 
the written direction of the Company, in whole or in part, at a redemption price of 100% 
of the principal amount thereof, plus interest accrued, if any, to the redemption date, on 
any Business Day. 

(b) Whenever the Interest Rate Mode for a Bond is the Flexible Rate, such 
Bond will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on any Interest Payment Date for that Bond. 

(c) Whenever the Interest Rate Mode for the Bonds is the Dutch Auction 
Rate, the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, on the Business Day iinmediately 
succeeding any auction date, at a redemption price of 100% of the principal amount 
thereof, together with accrued interest to the redemption date. 

(d) Whenever the Interest Rate Mode for the Bonds is the Semi-Annual Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, at a redemption price of 100% of the 
principal amount thereof on any Interest Payment Date. 

(e) Whenever the Interest Rate Mode for the Bonds is the Annual Rate, the 
Bonds will be subject to redemption at the option of the Issuer, upon the written direction 
of the Company, in whole or in part, at a redemption price of 100% of the principal 
amount thereof on the final Interest Payment Date for each Annual Rate Period. 

(0 Whenever the Interest Rate Mode for the Bonds is the Long Term Rate, 
the Bonds will be subject to redemption at the option of the Issuer, upon the written 
direction of the Company, in whole or in part, ( 1 )  on the final Interest Payment Date for 
the then-current Long Term Rate Period at a redemption price of 100% of the principal 
amount thereof and (2) prior to the end of the then-current L,ong Term Rate Period at any 
time during the redemption periods and at the redemption prices set forth below, plus in 
each case interest accrued, if any, to the redemption date: 
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Original 
Length of Current 
Long Term Rate Commencement of 
Period (Years) Redemption Period 

More than or equal to 
11 years 

First Interest Payment 
Date on or after the tenth 
anniversary of 
commencement of Long 
Term Rate Period 

Less than 1 1  years Non-callable 

Redemption Price as 
Percentage of Principal 

101%, declining 1% on the next 
succeeding anniversary of the first 
day of the redemption period, and 
thereafter 100% 

Non-callable 

Subject to certain conditions, including provision of an opinion of Bond Counsel that a change in 
the redemption provisions of the Bonds will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax pLirposes, the redemption periods and 
redemption prices may be revised, effective as of the Conversion Date, the date of a change in 
the Long Term Rate Period or a Purchase Date on the final Interest Payment Date during a Long 
Term Rate Period, to reflect Prevailing Market Conditions on such date as determined by the 
Remarketing Agent in its judgment. 

Extraordinayv Optional Redemption in Whole. The Bonds may be redeemed by the 
Issuer in whole at any time at 100% of the principal amount thereof plus accrued interest to the 
redemption date upon the exercise by the Company of an option under the Loan Agreement to 
prepay the loan if any of the following events shall have occurred within 180 days preceding the 
giving of written notice by the Company to the Trustee of such election: 

(i) if in the judgment of the Company, unreasonable burdens or excessive 
liabilities have been imposed upon the Company after the issuance of the Bonds with 
respect to the Project or the operation thereof, including without limitation federal, state 
or other ad valorem property, income or other taxes not imposed on the date of the Bonds 
were issued, other than ad valorem taxes levied upon privately owned property used for 
the same general purpose as the Project; 

(ii) if the Project or a portion thereof or other property of the Company in 
connection with which the Project is used has been damaged or destroyed to such an 
extent so as, in the judgment of the Company, to render the Project or such other property 
of the Company in connection with which the Project is used unsatisfactory to the 
Company for its intended use, and such condition continues for a period of six months; 

(iii) there has occurred condemnation of all or substantially all of the Project or 
the taking by eminent domain of such use or control of the Project or other property of 
the Company in connection with which the Project is used so as, in the judgment of the 
Company, to render the Project or such other property of the Company unsatisfactory to 
the Company for its intended use; 
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(iv) in the event changes, which the Company cannot reasonably control, in 
the economic availability of materials, supplies, labor, equipment or other properties or 
things necessary for the efficient operation of the generating station where the Project is 
located have occurred, which, in the judgment of the Company, render the continued 
operation of such generating station or any generating unit at such station uneconomical; 
or changes in circuinstances after the issuance of the Bonds, including but not limited to 
changes in solid waste disposal requirements, have occurred such that the Company 
determines that use of the Project is no longer required or desirable; 

(v) the Loan Agreement has become void or unenforceable or impossible of 
performance by reason of any changes in the Constitution of the Commonwealth of 
Kentucky or the Constitution of the IJnited States of America or by reason of legislative 
or administrative action (whether state or federal) or any final decree, judgment or order 
of any court or administrative body, whether state or federal; or 

(vi) a final order or decree of any court or administrative body after the 
issuance of the Bonds requires the Company to cease a substantial part of its operation at 
the generating station where the Project is located to such extent that the Company will 
be prevented from carrying on its normal operations at such generating station for a 
period of six months. 

Extraordinaw Optional Redenytion in Whole or in P g .  The Bonds are also subject to 
redemption in whole or in part at 100% of the principal amount thereof plus accrued interest to 
the redemption date at the option of the Company in an amount not to exceed the net proceeds 
received from insurance or any condemnation award received by the Issuer or the Company in 
the event of damage, destruction or Condemnation of all or a portion of the Project, subject to 
receipt of an opinion of Bond Counsel that such redemption will not adversely affect the 
exclusion of interest on any of the Bonds from gross income for federal income tax purposes, 
and such net proceeds must be applied to reimburse the Credit Facility Issuer for drawings under 
the Credit Facility to redeem the Bonds. See “Suinmary of the Loan Agreement - 
Maintenance; Damage, Destruction and Condemnation.” Such redemption may occur at any 
time, provided that if such event occurs while the Interest Rate Mode for the Bonds is the Daily 
Rate, Weekly Rate, Flexible Rate or Semi-Annual Rate, such redemption must occur on a date 
on which the Bonds are otherwise subject to optional redemption as described above. 

Mandatow Redemption; Determination of Taxabili@. The Bonds are required to be 
redeemed by the Issuer, in whole, or in such part as described below, at a redemption price equal 
to 100% of the principal amount thereof, without redemption premium, plus accrued interest, if 
any, to the redemption date, within 180 days following a “Determination of Taxability.” As used 
herein, a “Determination of Taxability” means the receipt by the Trustee of written notice from a 
current or former registered owner of a Bond or from the Company or the Issuer of (A) the 
issuance of a published or private ruling or a technical advice memorandum by the Internal 
Revenue Service in which the Company participated or has been given the opportunity to 
participate, and which ruling or memorandum the Company, in its discretion, does not contest or 
from which no further right of administrative or judicial review or appeal exists, or (B) a final 
determination from which no further right of appeal exists of any court of competent jurisdiction 
in the United States in a proceeding in which the Company has participated or has been a party, 
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or has been given the opportunity to participate or be a party, in each case, to the effect that as a 
result of a failure by the Company to perform or observe any covenant or agreement or the 
inaccuracy of any representation contained in the Loan Agreement or any other agreement or 
certificate delivered in connection with the Bonds, the interest on the Bonds is included in the 
gross income of the owners thereof for federal income tax purposes, other than with respect to a 
person who is a “substantial user” or a “related person” of a substantial user within the meaning 
of the Section 147 of Internal Revenue Code of 1986, as amended (the “Code”); provided, 
however, that no such Determination of Taxability shall be considered to exist as a result of the 
Trustee receiving notice from a current or former registered owner of a Bond or from the Issuer 
unless (A) the Issuer or the registered owner or former registered owner of the Bond involved in 
such proceeding or action ( I )  gives the Company and the Trustee prompt notice of the 
commencement thereof, and (2) (if the Company agrees to pay all expenses in connection 
therewith) offers the Company the opportunity to control unconditionally the defense thereof, 
and (B) either (1) the Company does not agree within 30 days of receipt of such offer to pay such 
expenses and liabilities and to control such defense, or (2) the Company shall exhaust or choose 
not to exhaust all available proceedings for the contest, review, appeal or rehearing of such 
decree, judgment or action which the Company determines to be appropriate. No Deterinination 
of Taxability described above will result from the inclusion of interest on any Bond in the 
computation of minimum or indirect taxes. All of the Bonds are required to be redeemed upon a 
Determination of Taxability as described above unless, in the opinion of Bond Counsel, 
redemption of a portion of such Bonds would have the result that interest payable on the 
remaining Bonds outstanding after the redemption would not be so included in any such gross 
income. 

In the event any of the Issuer, the Company or the Trustee has been put on notice or 
becomes aware of the existence or pendency of any inquiry, audit or other proceedings relating 
to the Bonds being conducted by the Internal Revenue Service, the party so put on notice is 
required to give immediate written notice to the other parties of such matters. Promptly upon 
learning of the occiirrence of a Determination of Taxability (whether or not the same is being 
contested), or any of the events described above, the Company is required to give notice thereof 
to the Trustee and the Issuer. 

If the Internal Revenue Service or a court of competent jurisdiction determines that the 
interest paid or to be paid on any Bond (except to a “substantial user” of the Project or a “related 
person” within the meaning of Section 147(a) of the Code) is or was includable in the gross 
income of the recipient for federal income tax purposes for reasons other than as a result of a 
failure by the Company to perform or observe any of its covenants, agreements or 
representations in the L,oan Agreement or any other agreement or certificate delivered in 
connection therewith, the Bonds are not subject to redemption. In such circumstances, 
Bondholders would continue to hold their Bonds, receiving principal and interest at the 
applicable rate as and when due, but would be required to include such interest payments in 
gross income for federal income tax purposes. Also, if the lien of the Indenture is discharged or 
defeased prior to the occurrence of a final Determination of Taxability, Bonds will not be 
redeemed as described herein. 
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General Redemption Ternis. So long as a Credit Facility is in effect in respect of the 
Bonds, the redemption price (including accrued interest) will be paid from drawings under such 
Credit Facility or froin moneys which otherwise constitute Available Moneys under the 
Indenture. Notice of redemption will be given by mailing a redemption notice by first class mail 
to the registered owners of the Bonds to be redeemed not less than 30 days (15 days if the 
Interest Rate Mode for the Bonds is the Dutch Auction Rate, the Daily Rate, the Weekly Rate or 
the Flexible Rate) but not more than 60 days prior to the redemption date. Any notice mailed as 
provided in the Indenture will be conclusively presumed to have been given, irrespective of 
whether the owner receives the notice. Failure to give any such notice by mailing or any defect 
therein in respect of any Bond will not affect the validity of any proceedings for the redemption 
of any other Bond. No fbrther interest will accrue on the principal of any Bond called for 
redemption after the redemption date if funds sufficient for such redemption have been deposited 
with the Paying Agent as of the redemption date. So long as the Bonds are held in 
book-entry-only form, all redemption notices will be sent only to Cede & Co. 

Book-Entry-Only System 

Portions of the following information concerning DTC and DTC ’s book-entry-only 
system have been obtained ,from DTC. The Issuer, the Company and the Remarketing Agent 
make no representation as to the accziracy of such information. 

Initially, DTC will act as securities depository for the Bonds and the Bonds initially will 
be issued solely in book-entry-only forin to be held under DTC’s book-entry-only system, 
registered in the name of Cede & Co. (DTC’s partnership nominee). One fblly registered bond 
in the aggregate principal ainount of the Bonds will be deposited with DTC. 

DTC, the world’s largest depository, is a limited-purpose trust company organized under 
the New York Banking Law, a “banking organization” within the meaning of the New York 
Ranking Law, a member of the Federal Reserve System, a “clearing corporation” within the 
meaning of the New York {Jniform Coininercial Code, and a “clearing agency” registered 
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934 
(the ”Exchange Act”). DTC holds and provides asset servicing for over 2.2 inillion issues of 
IJ.S. and non-U.S. equity, corporate and municipal debt issues, and money market instruments 
from over 100 countries that DTC’s participants (“Direct Participants”) deposit with DTC. DTC 
also facilitates the post-trade settlement ainong Direct Participants of sales and other securities 
transactions in deposited securities, through electronic computerized book-entry transfers and 
pledges between Direct Participants’ accounts. This eliminates the need for physical movement 
of securities certificates. Direct Participants include both 1J.S. and non4J.S. securities brokers 
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC 
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). 
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the 
National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging 
Markets Clearing Corporation (NSCC, FICC and EMCC, also subsidiaries of DTCC), as well as 
by the New York Stock Exchange, Inc., the American Stock Exchange L,LC and the National 
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such 
as both 1J.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing 
corporations that clear through or maintain a custodial relationship with a Direct Participant, 
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either directly or indirectly (“Indirect Participants” and, together with “Direct Participants,” 
“Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable 
to its Participants are on file with the SEC. More information about DTC can be found at 
www.dtcc.com and www.dtc.org. 

Purchases of the Bonds under the DTC system must be made by or through Direct 
Participants, which will receive a credit for the Bonds on DTC’s records. The ownership interest 
of each actual purchaser of each Bond (“Beneficial Owner”) is in turn to be recorded on the 
Direct and Indirect Participants, records. Beneficial Owners will not receive written 
confirmation from DTC of their purchase. Beneficial Owners are, however, expected to receive 
written confirmations providing details of the transaction, as well as periodic statements of their 
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into 
the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries 
made on the books of Direct or Indirect Participants acting on behalf of Beneficial Owners. 
Beneficial Owners will not receive certificates representing their ownership interests in the 
Bonds, except in the event that w e  of the book-entry system for the Bonds is discontinued. 

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC 
are registered in the name of DTC’s partnership nominee, Cede & Co. or such other name as 
may be requested by an authorized representative of DTC. The deposit of Bonds with DTC and 
their registration in the name of Cede & Co. or such other nominee do not effect any change in 
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds; 
DTC’s records reflect only the identity of the Direct Participants to whose accounts such Bonds 
are credited, which may or may not be the Beneficial Owners. The Direct and Indirect 
Participants will remain responsible for keeping account of their holdings on behalf of their 
customers. 

Conveyance of notices and other communications by DTC to Direct Participants, by 
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to 
Beneficial Owners will be governed by arrangements among them, subject to any statutory or 
regulatory requirements as may be in effect from time to time. 

Redemption notices shall be sent to DTC. If less than all of the Bonds are being 
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct 
Participant to be redeemed. 

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with 
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC’s 
Procedures. Under its usual procedures, DTC inails an Omnibus Proxy to the Issuer as soon as 
possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting 
rights to those Direct Participants to whose accounts the Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Principal and interest payments on the Bonds will be made to Cede & Co. or such other 
nominee as may be requested by an authorized representative of DTC. DTC’s practice is to 
credit Direct Participants’ accounts, upon DTC’s receipt of fiinds and corresponding detail 
information from the Issuer or the Trustee on the payable date in accordance with their 
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respective holdings shown on DTC’s records. Payments by Participants to Beneficial Owners 
will be governed by standing instructions and customary practices, as is the case with securities 
held for the accounts of customers in bearer form or registered in “street name,” and will be the 
responsibility of such Participant and not of DTC nor its nominee, the Trustee, the Company or 
the Issuer, subject to any statutory or regulatory requirements as may be in effect from time to 
time. Payment of principal and interest to Cede & Co. (or such other nominee as may be 
requested by an authorized representative of DTC) is the responsibility of the Issuer or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, 
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct 
and Indirect Participants. 

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, 
through its Participant, to the Tender Agent, and shall effect delivery of such Bonds by causing 
the Direct Participant to transfer the Participant’s interest in the Bonds, on DTC’s records, to the 
Tender Agent. The requirement for physical delivery of Bonds in connection with a demand for 
purchase or a mandatory purchase will be deemed satisfied when the ownership rights in the 
Bonds are transferred by Direct Participants on DTC’s records and followed by a book-entry 
credit of tendered Bonds to the Tender Agent’s DTC account. 

DTC may discontinue providing its services as securities depository with respect to the 
Bonds at any time by giving reasonable notice to the Issuer, the Company, the Tender Agent and 
the Trustee, or the Issuer, at the request of the Company, may remove DTC as the securities 
depository for the Bonds. IJnder such circumstances, in the event that a successor securities 
depository is not obtained, bond certificates are required to be delivered as described in the 
Indenture (see “- Revision of Book-Entry-Only System; Replacement Bonds” below). The 
Beneficial Owner, upon registration of certificates held in the Beneficial Owner’s name, will 
become the registered owner of the Bonds. 

So long as Cede & Co. is the registered owner of the Bonds, as nominee of DTC, 
references herein to the registered owners of the Bonds will mean Cede & Co. and will not mean 
the Beneficial Owners. I-Jnder the Indenture, payments made by the Trustee to DTC or its 
nominee will satisfy the Issuer’s obligations under the Indenture, the Company’s obligations 
under the Loan Agreement, to the extent of the payments so made. Beneficial Owners will not 
be, and will not be considered by the Issuer or the Trustee to be, and will not have any rights as, 
owners of Bonds under the Indenture. 

The Trustee and the Issuer, so long as a book-entry-only system is used for the Bonds, 
will send any notice of redemption or of proposed document amendments requiring consent of 
registered owners and any other notices required by the document (including notices of 
Conversion and mandatory purchase) to be sent to registered owners only to DTC (or any 
successor securities depository) or its nominee. Any failure of DTC to advise any Direct 
Participant, or of any Direct Participant or Indirect Participant to notify the Beneficial Owner, of 
any such notice and its content or effect will not affect the validity of the redemption of the 
Bonds called for redemption, the document amendment, the Conversion, the mandatory purchase 
or any other action premised on that notice. 
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The Issuer, the Company, the Trustee and the Reinarketing Agent cannot and do not give 
any assurances that DTC will distribute payments on the Bonds made to DTC or its nominee as 
the registered owner or any redemption or other notices, to the Participants, or that the 
Participants or others will distribute such payments or notices to the Beneficial Owners, or that 
they will do so on a timely basis, or that DTC will serve and act in the manner described in this 
Reoffering Circular. 

THE ISSIJER, THE COMPANY, THE REMARKETING AGENT AND THE 
TRUSTEE WILL HAVE NO RESPONSIBILITY OR OBLIGATION TO ANY DIRECT 
PARTICIPANT, INDIRECT PARTICIPANT OR ANY BENEFICIAL OWNER OR ANY 
OTHER PERSON NOT SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS 
BEING A REGISTERED OWNER WITH RESPECT TO: (1) THE ACCURACY OF ANY 
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT 
PARTICIPANT; (2) THE PAYMENT OF ANY AMOUNT DUE BY DTC TO ANY DIRECT 
PARTICIPANT OR BY ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO 
ANY BENEFICIAL OWNER IN RESPECT OF THE PRINCIPAL AMOlJNT OR 
REDEMPTION OR PURCHASE PRICE OF OR INTEREST ON THE BONDS; (3)THE 
DELIVERY OF ANY NOTICE BY DTC TO ANY DIRECT PARTICIPANT OR BY ANY 
DIRECT PARTICIPANT OR INDIRECT PARTICIPANT TO ANY BENEFICIAL OWNER 
WHICH IS REQUIRED OR PERMITTED TO RE GIVEN TO REGISTERED OWNERS 
UNDER THE TERMS OF THE INDENTURE; (4) THE SELECTION OF THE BENEFICIAL 
OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY PARTIAL REDEMPTION 
OF THE BONDS; OR ( 5 )  ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC 
AS REGISTERED OWNER. 

Revision of Book-Entiv-Only System; Replacement Bonds. In the event that DTC 
determines not to continue as securities depository or is removed by the Issuer, at the direction of 
the Company, as securities depository, the Issuer, at the direction of the Company, may appoint a 
successor securities depository reasonably acceptable to the Trustee. If the Issuer does not or is 
unable to appoint a successor securities depository, the Issuer will issue and the Trustee will 
authenticate and deliver fully registered Bonds, in authorized denominations, to the assignees of 
DTC or their nominees. 

In the event that the book-entry-only system is discontinued, the following provisions 
will apply. The Bonds may be issued in denominations of $50,000 and integral multiples 
thereof, if the Interest Rate Mode is the Dutch Auction Rate; in denominations of $5,000 and 
integral multiples thereof, if the Interest Rate Mode is the Annual Rate or the Long Term Rate; in 
denominations of $100,000 and integral inultiples of $5,000 in excess thereof, if the Interest Rate 
Mode is the Flexible Rate; and in denominations of $100,000 and integral inultiples thereof, if 
the Interest Rate Mode is the Daily Rate, the Weekly Rate or the Semi-Annual Rate. Bonds may 
be transferred or exchanged for an equal total amount of Bonds of other authorized 
denominations upon surrender of such Bonds at the principal office of the Bond Registrar, 
accompanied by a written instrument of transfer or authorization for exchange in form and with 
guaranty of signature satisfactory to the Bond Registrar, duly executed by the registered owner 
or the owner’s duly authorized attorney. Except as provided in the Indenture, the Bond Registrar 
will not be required to register the transfer or exchange of any Bond during the fifteen days 
before any mailing of a notice of redemption, after such Bond has been called for redemption in 
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whole or in part, or after siich Bond has been tendered or deemed tendered for optional or 
mandatory purchase as described under “- Purchases of Bonds on Demand of Owner” and “- 
Mandatory Purchases of Bonds.” Registration of transfers and exchanges will be made without 
charge to the owners of Bonds, except that the Bond Registrar may require any owner requesting 
registration of transfer or exchange to pay any required tax or governmental charge. 

Security 

Payment of the principal of and interest and any premium on the Bonds are secured by an 
assignment by the Issuer to the Trustee of the Issuer’s interest in and to the L,oan Agreement and 
all payments to be made pursuant thereto (other than certain indemnification and expense 
payments and notification rights). Pursuant to the Loan Agreement, the Company will agree to 
pay, among other things, amounts sufficient to pay the aggregate principal amount of and 
premium, if any, on the Bonds, together with interest thereon as and when the same become due. 
The Company further will agree to make payments of the purchase price of the Bonds tendered 
for purchase to the extent that funds are not otherwise available therefor under the provisions of 
the Indenture. 

The Bonds are unsecured general obligations of the Company, ranking on a parity with 
the Company’s obligations under the Loan Agreement to make payments on the Bonds. 

The Letter of Credit 

The following suniniarizes certain provisions of the Letter of Credit and the 
Reinzbursenient Agreenient, to which reference is made for the detailed provisions thereoJ: 
[Jnless otherwise dejined in this Reoffering Circular, capitalized ternis in the following szininiaiy 
are used as dejined in the Letter of Credit and the Reinibursenient Agreement. The Conzpany is 
perniitted under the Indenttire to deliver an Alternate Credit Facility to replace the Letter of 
Credit. Any such Alternate Credit Facility nizist nieet certain requirements described in the 
Indenture. 

The Letter of Credit 

The Letter of Credit will be an irrevocable transferable direct pay letter of credit issued 
by the Bank in order to provide additional security for the payment of principal of, purchase 
price of, interest on and premium, if applicable, on any date when payments under the Bonds are 
due, including principal and interest payments and payments upon tender, redemption, 
acceleration or maturity of the Bonds. The Letter of Credit will provide for direct payments to or 
upon the order of the Trustee as set forth in the Letter of Credit in amounts sufficient to pay to or 
upon the order of the Trustee, upon request and in accordance with the terms thereof. 

The Letter of Credit will be issued in an amount equal to the aggregate principal amount 
of the outstanding Bonds, plus an amount that represents interest accrued thereon at an assumed 
rate of 10% per annum for 45 days (the “Credit Amoiint”). The Trustee, upon compliance with 
the terms of the Letter of Credit, is authorized to draw up to (a) an amount sufficient (i) to pay 
principal of the Bonds, when due, whether at maturity or upon redemption or acceleration, and 
(ii) to pay the portion of the purchase price of the Bonds delivered for purchase pursuant to a 
demand for purchase by the owner thereof or a mandatory tender for purchase and not 
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reinarlteted (a “Liquidity Drawing”) equal to the principal amount of the Bonds, plus (b) an 
amount not to exceed 45 days of accrued interest on such Bonds at an assumed rate of 10% per 
annum (i) to pay interest on the Bonds, when due, and (ii) to pay the portion of the purchase 
price of the Bonds, delivered for purchase pursuant to a demand for purchase by the owner 
thereof or a mandatory tender for purchase and not remarketed, equal to the interest accrued, if 
any, on the Bonds. 

The amount available under the Letter of Credit will be automatically reduced by the 
amount of any drawing thereunder, subject to reinstatement as described below. With respect to 
a drawing by the Trustee solely to pay interest on the Bonds on an Interest Payment Date, the 
amount available under the Letter of Credit will be automatically reinstated in the amount of 
such drawing effective on the earlier of (i) receipt by the Bank from the Company of 
reimbursement of any drawing solely to pay interest in fd l  or (ii) at the opening of business on 
the eleventh calendar day after the date the Bank honors such drawing, unless the Trustee has 
received written notice fiom the Bank by the tenth calendar day after the date the Bank honors 
such drawing the Bank is not so reinstating the available aino~int due to the Company’s failure to 
reimburse the Rank for such drawing in fhll, or that an event of default has occurred and is 
continuing under the Reimbursement Agreement and, in either case, directing, an acceleration of 
the Bonds pursuant to the Indenture. With respect to a Liquidity Drawing under the Letter of 
Credit, the amount available under the Letter of Credit will be automatically reduced by the 
principal ainount of the Bonds purchased with the proceeds of such drawing plus the amount of 
accrued interest on such Bonds. In the event of the remarketing of the Bonds purchased with the 
proceeds of a Liquidity Drawing, the amount available under the Letter of Credit will be 
automatically reinstated upon receipt by the Bank or the Trustee on the Bank’s behalf of an 
amount equal to such principal amount plus accrued interest. 

The Letter of Credit will terminate on the earliest to occur of: 

(a) the Bank’s close of business on December 16, 2009 (such date, as 
extended from time to time in accordance with the Letter of Credit is defined as the 
“Stated Expiration Date”); 

(b) the Bank’s close of business on the date which is five Business Days 
following the date of receipt by the Bank of a certificate from the Trustee certifying that 
(a) no Bonds remain Outstanding within the meaning of the Indenture, (b) all drawings 
required to be made under the Indenture and available under the Letter of Credit have 
been made and honored, (c) an Alternate Credit Facility has been delivered to the Trustee 
in accordance with the Indenture to replace the Letter of Credit or (d) all of the 
outstanding Bonds were converted to Bonds bearing interest at a rate other than the Daily 
Rate or the Weekly Rate; 

(c) the Bank’s close of business on the date of receipt by the Bank of a 
certificate from the Trustee confirming that the Trustee is required to terminate the Letter 
of Credit in accordance with the terms of the Indenture; or 

(d) 
certificate. 

the date on which the Rank receives and honors an acceleration drawing 
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The Reimbursement Agreement 

Pursuant to the Reimbursement Agreement, the Company is obligated to reimburse the 
Bank for all amounts drawn under the Letter of Credit, and to pay interest on all such amounts. 
The Company has also agreed to pay the Rank a periodic fee for issuing and maintaining the 
Letter of Credit. 

The Reimbursement Agreement imposes various covenants and agreements, including 
various financial and operating covenants, on the Company. Such covenants include, but are not 
limited to, covenants relating to (i) inspection of the books and financial records of the 
Company; (ii) creation of liens; (iii) liquidations, mergers, consolidations or sales of all or 
substantially all of the Company’s assets; and (iv) disposition of assets. Any such covenants 
may be amended, waived or modified at any time by the Bank and without the consent of the 
Trustee or the holders of the Bonds. Under certain circumstances, the failure of the Company to 
comply with such covenants may result in a mandatory tender or acceleration of the Bonds. 

The following events will constitute an “event of default” under the Reimbursement 
Agreement: 

(a) nonpayment of certain fees and other amounts required to be paid or 
reimbursed by the Company under the Reimbursement Agreement to the Bank within 
five days after the same was required to be paid; 

(b) any representation or warranty made or deemed made by or on behalf of 
the Company or any of its Significant Subsidiaries to the Bank under or in connection 
with the Reimbursement Agreement or any other Transaction Document, any advance or 
any certificate or information delivered pursuant to or in connection with the 
Reimbursement Agreement or any other Transaction Document, was false or misleading 
in any material respect as of the time it was made or furnished; 

(c) an “event of default” (not due to the Bank’s failure to properly honor a 
drawing on the Letter of Credit) occurred under the Indenture or any of the other 
Transaction Documents and any applicable grace period has expired; 

(d) the breach by the Company or any of its Significant Subsidiaries of any of 
the terms or provisions of certain covenants contained in the Reimbursement Agreement 
including, but not limited to, covenants relating to the provision of notice to the Bank 
regarding an “event of default” or “default” under the Reimbursement Agreement, the 
corporate existence and license or qualification and good standing of the Company in 
jurisdictions in which it owns or leases property, the creation of liens, the liquidation, 
merger, consolidation or sale of all or substantially all of the assets of the Company and 
the disposition of assets; 

(e) the breach by the Company or any of its Significant Subsidiaries (other 
than a breach which constitutes a “default” described above) of any of the terms or 
provisions of the Reimbursement Agreement or any Security Document that is not 
remedied within thirty (30) days after an executive officer of the Company has actual 
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knowledge of such default or written notice of such default has been given to the 
Company by the Rank; 

(f) the Bonds cease to be valid for any reason; 

(g) a default or event of default has occurred at any time under the terins of 
any other agreement involving borrowed money or the extension of credit or any other 
Indebtedness under which the Company or any of its Significant Subsidiaries inay be 
obligated for the payment of $50,000,000 or more in the aggregate, and such breach, 
default or event of default continues beyond any period of grace permitted with respect 
thereto and as a result thereof such Indebtedness is accelerated, becomes due or is 
otherwise required to be repurchased or redeemed prior to the scheduled date of maturity 
thereof; 

(h) a proceeding has been instituted in a court having jurisdiction in the 
premises seeking a decree or order for relief in respect of the Company or any Significant 
Subsidiary in an involuntary case tinder any applicable bankruptcy, insolvency, 
reorganization or other similar law now or hereafter in effect, or for the appointment of a 
receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator (or similar 
official) of the Company or any Significant Subsidiary for any substantial part of its 
property, or for the winding-up or liquidation of its affairs, and such proceeding shall 
remain undisinissed or unstayed and in effect for a period of sixty (60) consecutive days; 
such court shall enter a decree or order granting any of the relief sought in such 
proceeding; or the Company or any Significant Subsidiary shall consent, approve or 
otherwise acquiesce in any of the actions sought in such proceeding; 

(i) the Company or any Significant Subsidiary shall corninence a voluntary 
case under any applicable bankruptcy, insolvency, reorganization or other siinilar law 
now or hereafter in effect, shall consent to the entry of an order for relief in an 
involuntary case under any such law, or shall consent to the appointment or taking 
possession by a receiver, liquidator, assignee, custodian, trustee, sequestrator, conservator 
(or other similar official) of itself or for any substantial part of its property or shall make 
a general assignment for the benefit of creditors, or shall fail generally to pay its debts as 
they become due, or shall take any action in furtherance of any of the foregoing; 

(j) without the application, approval or consent of the Company or any of its 
Significant Subsidiaries, a receiver, trustee, examiner, liquidator or similar official shall 
be appointed for the Company or any of its Significant Subsidiaries, or for any substantial 
portion of its Property, or a proceeding described in paragraph (h) above has been 
instituted against the Company or any of its Significant Subsidiaries, and such 
appointment continues undischarged or such proceeding continues undisinissed or 
unstayed for a period of 60 consecutive days; 

(k) any of the following occurs: (i) any Reportable Event which constitutes 
grounds under Section 4042 of ERISA for the termination of any Plan by the PBGC or 
the appointment of a trustee to administer or liquidate any Plan, shall have occurred and 
be continuing; (ii) a notice of intent to terminate any Plan shall have been filed with the 
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PBGC under Section 4041 of ERISA; (iii) the PBGC shall give notice under Section 
4042 of ERISA of its intent to institute proceedings to terminate any Plan or Plans or to 
appoint a trustee to administer or liquidate any Plan; (iv) the Company or any inember of 
the ERISA Group shall fail to make any contributions when due to a Plan or a 
Multieinployer Plan; (v) the Company or any inember of the ERISA Group shall make 
any amendment to a Plan with respect to which security is required under Section 307 of 
ERISA; (vi) the Company or any inember of the ERISA Group shall withdraw 
coinpletely or partially from a Multieinployer Plan pursuant to Subtitle E of Title IV of 
ERISA; or (vii) the Company or any member of the ERISA Group shall withdraw within 
the meaning of Section 4063 of ERISA (or shall be deemed under Section 4062(e) of 
ERISA to withdraw) from a Multiple Employer Plan; and, with respect to any of such 
events specified in clause (i), (ii), (iii), (iv), (v), (vi) or (vii), such occurrence would be 
reasonably likely to result in a Material Adverse Effect; 

(1) any final judgtnent(s) or order(s) for the payment of money shall be 
entered against the Company or any of its Significant Subsidiaries by a court having 
jurisdiction in the premises which judgment is not discharged, vacated, bonded or stayed 
pending appeal within a period of thirty (30) days from the date of entry if the aggregate 
uninsured amount of all such judgments and orders exceeds $50,000,000; 

(in) the Company or any of its Significant Subsidiaries ceases to conduct 
business (other than as permitted hereunder) or the Company is enjoined, restrained or in 
any way prevented by court order from conducting all or any material part of its business 
and such injunction, restraint or other preventive order is not dismissed within thirty (30) 
days after the entry thereof; or 

(n) E.ON AG fails to own, directly or indirectly, at least seventy-five percent 
(75%) of the outstanding Voting Capital of the Company. 

For purposes of the foregoing: 

“Bond Docuinents” means the Indenture, the Custody Agreement, the Loan Agreement, 
the Bonds and the Remarketing Agreement. 

“Material Adverse Effect” means (i) a material adverse change in the busjness, property, 
condition (financial or otherwise), operations or results of operations of the Company and its 
subsidiaries taken as a whole, (ii) a material adverse change in the ability of the Company to 
perform its obligation under the Transaction Docuinents or (iii) a material adverse change in the 
validity or enforceability of any of the Transaction Documents or the rights or remedies of the 
Bank thereunder. 

“Security Docu~nents’~ means the Custody, Pledge and Security Agreement dated as of 
December 17, 2008 among the Trustee, the Company and the Bank with respect to any Bond 
purchased during the period fiom and including the date of its purchase with proceeds of a 
Liquidity Drawing to but excluding the date on which such Bond is purchased by any person as a 
result of a remarketing of such Bond pursuant to the Remarketing Agreement and the Indenture. 
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“Transaction Documents” means, collectively, the Reimbursement Agreement, Bond 
Documents, the Security Documents and all other operative documents relating to the issuance, 
sale and securing of the Bonds (including without limitation any document(s) or instrument(s) 
through which the Bonds are now or hereafter collateralized, such as mortgages, security 
agreements, etc.). 

Summary of the Loan Agreement 

The following, in addition to the provisions contained elsewhere in this Reoffering 
Circular, is a brief description of certain provisions of the Loan Agreemenl. This descrQtion is 
only a sziniiiiary and does not purport to be coniplete and dejinitive. Reference is made to the 
Loan Agreement for  the detailedpr-ovisions thereof: 

General 

The Loan Agreement initially commenced as of its initial date and is amended and 
restated as of September 1,2008 and will end on the earliest to occur of May 1, 2023, or the date 
on which all of the Bonds shall have been ftilly paid or provision has been made for such 
payment pursuant to the Indenture. See “Summary of the Indenture - Discharge of Indenture.” 

The Company has agreed to repay the loan pursuant to the Loan Agreement by malting 
timely payments to the Trustee in sufficient amounts to pay the principal of, premium, if any, 
and interest required to be paid on the Bonds on each date upon which any such payments are 
due. The Company has also agreed to pay (a) the agreed upon fees and expenses of the Trustee, 
the Bond Registrar, any Tender Agent and any Paying Agent appointed under the Indenture, 
(b) the expenses in connection with any redemption of the Bonds and (c) the reasonable expenses 
of the Issuer. 

The Company covenants and agrees with the Issuer that it will cause the purchase of 
tendered Bonds that are not reinarlteted in accordance with the Indenture and, to that end, the 
Company shall cause funds to be made available to the Tender Agent at the times and in the 
manner required to effect such purchases in accordance with the Indenture; provided, however, 
that the obligation of the Company to make any such payment will be reduced by the amount of 
(A) moneys paid by the Remarketing Agent as proceeds of the remarketing of such Bonds by the 
Remarketing Agent; (B) moneys drawn under a Credit Facility, if any, for the purpose of paying 
such purchase price and (C) other moneys made available by the Company (see “Summary of the 
Bonds - Remarketing and Purchase of Bonds”). 

All payments to be made by the Company to the Issuer pursuant to the Loan Agreement 
(except the reasonable out-of-pocket expenses of the Issuer, the Trustee, the Paying Agent, the 
Bond Registrar, the Tender Agent and amounts related to indemnification) have been assigned 
by the Issuer to the Trustee, and the Company will pay such amounts directly to the Trustee. The 
obligations of the Company to make the payments pursuant to the Loan Agreement are absolute 
and unconditional. 
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Maintenance of Tax Exemption 

The Company and the Issuer have agreed not to take any action that would result in the 
interest paid on the Bonds being included in gross income of any Bondholder (other than a 
holder who is a “substantial user” of the Project or a “related person” within the meaning of 
Section 147(a) of the Code) for federal income tax purposes or that adversely affects the validity 
of the Bonds. 

Payment of Taxes 

The Company has agreed to pay certain taxes and other governmental charges that inay 
be lawfully assessed, levied or charged against or with respect to the Project (see, however, 
subparagraph (i) under “Summary of the Bonds - Redemptions - Extraordinary Optional 
Redemption in Whole”). The Company inay contest such taxes or other governmental charges 
unless the security provided by the Indenture would be materially endangered. 

Maintenance; Damage, Destruction and Condemnation 

So long as any Bonds are outstanding, the Company will maintain the Project or cause 
the Project to be maintained in good working condition and will make or cause to be made all 
proper repairs, replacements and renewals necessary to continue to constitute the Project as solid 
waste disposal facilities under Section 142(a)(6) of the Code and the Act. However, the 
Company will have no obligation to maintain, repair, replace or renew any portion of the Project, 
the maintenance, repair, replacement or renewal of which becomes uneconomical to the 
Company because of certain events, including damage or destruction by a cause not within the 
Company’s control, condemnation of the Project, change in government standards and 
regulations, economic or other obsolescence or termination of operation of generating facilities 
to the Project. 

The Company, at its own expense, may remodel the Project or make substitutions, 
modifications and iinproveinents to the Project as it deems desirable, which remodeling, 
substitutions, modifications and improvements will be deemed, under the t e rm of the Loan 
Agreement to be a part of the Project. The Company may not, however, change or alter the basic 
nature of the Project or cause it to lose its status tinder Section 142(a)(6) of the Code and the Act. 

If, prior to the payment of all Bonds outstanding, the Project or any portion thereof is 
destroyed, damaged or taken by the exercise of the power of eminent domain and the Issuer or 
the Company receives net proceeds from insurance or a condemnation award in connection 
therewith, the Company must (i) cause such net proceeds to be used to repair or restore the 
Project or (ii) reimburse the Credit Facility Issuer for drawings under the Credit Facility for the 
redemption of the Bonds in whole or in part at their principal amount, which, by the opinion of 
Bond Counsel, will not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes. See “Summary of the Bonds - Redemptions - 
Extraordinary Optional Redemption in Whole or in Part.” 
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Project Insurance 

The Company will insure the Project in a manner consistent with general industry 
practice. 

Assignment, Merger and Release of Obligations of the Company 

The Company may assign the Loan Agreement, pursuant to an opinion of Bond Counsel 
that such assignment will not adversely affect the exclusion of the interest on the Bonds from 
gross income for federal income tax purposes, without obtaining the consent of either the Issuer 
or the Trustee. Such assignment, however, shall not relieve the Company from primary liability 
for any of its obligations under the Loan Agreement and performance and observance of the 
other covenants and agreements to be performed by the Company. The Company may dispose 
of all or substantially all of its assets or consolidate with or merge into another corporation, 
provided the acquirer of the Company’s assets or the corporation with which it shall consolidate 
with or merge into shall be a corporation or other business organization organized and existing 
under the laws of the United States of America or one of the states of the United States of 
America, shall be qualified and admitted to do business in the Coininonwealth of Kentucky and 
shall assume in writing all of the obligations and covenants of the Company under the Loan 
Agreement. 

Release and Indemnification Covenant 

The Company will indemnify and hold the Issuer harmless against any expense or 
liability incurred, including attorneys’ fees, resulting from any loss or damage to property or any 
injury to or death of any person occurring on or about or resulting from any defect in the Project 
or from any action commenced in connection with the financing thereof. 

Events of Default 

Each of the following events constitutes an “event of default” under the Loan Agreement: 

( 1 )  failure by the Company to pay the amounts required for payment of the 
principal of, including purchase price for tendered Bonds and redemption and 
acceleration prices, and interest accrued, on the Bonds, at the times specified therein 
taking into account any periods of grace provided in the Indenture and the Bonds for the 
applicable payment of interest on the Bonds (see “SSummary of the Indenture - Defaults 
and Remedies”); 

(2) failure by the Company to observe and perform any covenant, condition or 
agreement, other than as referred to in paragraph (1) above, for a period of thirty days 
after written notice by the Issuer or Trustee, provided, however, that if such failure is 
capable of being corrected, brit cannot be corrected in such 30-day period, it will not 
constitute an event of default under the Loan Agreement if corrective action with respect 
thereto is instituted within such period and is being diligently pursued; or 

(3) certain events of bankruptcy, dissolution, liquidation, reorganization or 
insolvency of the Company. 
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Under the Loan Agreement, certain of the Company’s obligations (other than the 
Company’s obligation (i) not to permit any action which would result in interest paid on the 
Bonds being included in gross income for federal and Kentucky income taxes and (ii) to make 
loan payments and certain other payments under the provisions of the Loan Agreement) may be 
suspended if by reason of force majeure (as defined in the Loan Agreement) the Company is 
unable to carry out such obligations. 

Remedies 

TJpon the happening of an event of default under the Loan Agreement, the Issuer may, 
among other things, take whatever action at law or in equity may appear necessary or desirable 
to collect the amounts then due and thereafter to become due, or to enforce performance and 
observance of any obligation, agreement or covenant of the Company, under the L,oan 
Agreement. 

Any amounts collected upon the happening of any such event of default shall be applied 
in accordance with the Indenture or, if the Bonds have been fdly paid (or provision for payment 
thereof has been made in accordance with the Indenture), made available to the Company. 

Options to Prepay, Obligation to Prepay 

The Company may prepay the loan pursuant to the Loan Agreement, in whole or in part, 
on certain dates, at the prepayment prices as shown under the captions “Summary of the Bonds 
- Redemptions - Optional Redemption,” “- Extraordinary Optional Redemption in Whole” 
and “- Extraordinary Optional Redemption in Whole or in Part.” [Jpon the occurrence of the 
event described under the caption “Summary of the Bonds - Redemptions - Mandatory 
Redemption; Determination of Taxability,” the Company shall be obligated to prepay the loan in 
an aggregate amount sufficient to redeem the required principal amount of the Bonds. 

In each instance, the loan prepayment price shall be a sum sufficient, together with other 
fiinds deposited with the Trustee and available for such purpose, to redeem the requisite amount 
of the Bonds at a price equal to the applicable redemption price plus accrued interest to the 
redemption date, and to pay all reasonable and necessary fees and expenses of the Trustee, the 
Paying Agent and all other liabilities of the Company under the Loan Agreement accrued to the 
redemption date. 

Amendments and Modifications 

No amendment or modification of the Loan Agreement is permissible without the written 
consent of the Trustee. The Issuer and the Trustee may, however, without the consent of or 
notice to any Bondholders, enter into any amendment or modification of the Loan Agreement 
(i) which may be required by the provisions of the Loan Agreement or the Indenture, (ii) for the 
purpose of curing any ambiguity or formal defect or omission, (iii) in connection with any 
modification or change necessary to conform the Loan Agreement with changes and 
modifications in the Indenture or (iv) in connection with any other change which, in the 
judgment of the Trustee, does not adversely affect the Trustee or the Bondholders. Except for 
such amendments, the Loan Agreement may be amended or modified only with the consent of 
the Bondholders holding a majority in principal amount of the Bonds then outstanding (see 
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“Summary of the Indenture - Supplemental Indentures” for an explanation of the procedures 
necessary for Bondholder consent); provided, however, that the approval of the Bondholders 
holding 100% in principal amount of the Bonds then outstanding is necessary to effectuate an 
amendment or modification with respect to the Loan Agreement of the type described in clauses 
(i) through (iv) of the first sentence of the second paragraph of “Summary of the Indenture - 
Supplemental Indentures.” Any amendments, changes or modification of the Loan Agreement 
that require the consent of the Bondholders must additionally be approved by the Credit Facility 
Issuer, if the Bonds are at the time secured by a Credit Facility. Additionally, so long as a Credit 
Facility is in place or while any amounts are outstanding under a Reimbursement Agreement, the 
Credit Facility Issuer must consent in writing to any amendment, change, or modification to the 
Agreement. 

Summary of the Indenture 

The following, in nddition to the provisions contained elsewhere in this Reofseering 
Circular, is a brief description of cerlain provisions of the Indenture. This description is only n 
suniniary and does no1 prport  to be complete and dejinitive. Reference is ninde to the Indenture 
for the detniledprovisions thereo;f: 

Security 

Pursuant to the Indenture, the Issuer has assigned and pledged to the Trustee its interest in 
and to the Loan Agreement, including payments and other amounts due the Issuer thereunder, 
together with all moneys, property and securities froin time to time held by the Trustee under the 
Indenture (with certain exceptions, including moneys held in or earnings on the Rebate Fund and 
the Purchase Fund). The Bonds are not directly secured by the Project. 

No Pecuniary Liability of the Issuer 

No provision, covenant or agreement contained in the Indenture or in the Loan 
Agreement, nor any breach thereof, shall give rise to any pecuniary liability of the Issuer or any 
charge upon its general credit or taxing powers. The Issuer has not obligated itself by malting 
the covenants, agreements or provisions contained in the Indenture or in the Loan Agreement, 
except with respect to the Project and the application of the amounts assigned to payment of the 
principal of, premium, if any, and interest on the Bonds. 

TheBondFund 

The payments to be made by the Company pursuant to the Loan Agreement to the Issuer 
and certain other amounts specified in the Indenture will be deposited into a Bond Fund 
established pursuant to the Indenture (the “Bond Fund”) and will be maintained in trust by the 
Trustee. Moneys in the Bond Fund will be used for the payment of the principal of, premium, if 
any, and interest on the Bonds, and for the redemption of Bonds prior to maturity in the 
following order of priority: (i) proceeds of the Credit Facility, if any, deposited into the Bond 
Fund in accordance with the Indenture and (ii) any other moneys provided by or on behalf of the 
Company. Any moneys held in the Bond Fund will be invested by the Trustee at the specific 
written direction of the Company in certain Governmental Obligations, investment-grade 
corporate obligations and other investments permitted under the Indenture. 
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So long as a Credit Facility is then held by the Trustee and there is no default in the 
payment of principal or redemption price of or interest on the Bonds, any amounts in the Bond 
Fund provided by or on behalf of the Company will be paid to the Credit Facility Issuer to the 
extent of any amounts that the Company owes the Credit Facility Issuer pursuant to the 
Reimbursement Agreement. Any amounts remaining in the Bond Fund (first, from the proceeds 
of the Credit Facility, and second, from the moneys provided by or on behalf of the Company) 
after payment in full of the principal or redemption price of and interest on the Bonds (or 
provision for payment thereof) and payment of any outstanding fees and expenses of the Trustee 
(including its reasonable attorney fees and expenses) will be paid, first, to the Credit Facility 
Issuer, to the extent of any ainourits that the Company owes the Credit Facility Issuer pursuant to 
the Reimbursement Agreement and, second, to the Company. Any amounts remaining in the 
Bond Fund (i) after all of the outstanding Bonds have been paid and discharged, (ii) after 
payment of all fees, charges and expenses to the Issuer, the Trustee, the Registrar and the Paying 
Agent and of all other amounts required to be paid under the Indenture and the Loan Agreement 
and (iii) after the receipt by the Trustee of the written request of the Company for such payment, 
will be paid to the Credit Facility Issuer, if any, to the extent of any amounts that the Company 
owes to such Credit Facility Issuer pursuant to the Reimbursement Agreement, and then to the 
Company to the extent that those moneys are in excess of the amounts necessary to effect the 
payment and discharge of the outstanding Bonds. 

The Rebate Fund 

A Rebate Fund has been created by the Indenture (the “Rebate Fund”) and is maintained 
as a separate fiind free and clear of the lien of the Indenture. The Issuer, the Trustee and the 
Company have agreed to coinply with all rebate requirements of the Code and, in particular, the 
Company has agreed that if necessary, it will deposit in the Rebate Fund any such amount as is 
required under the Code. However, the Issuer, the Trustee and the Company may disregard the 
Rebate Fund provisions to the extent that they receive an opinion of Bond Counsel that such 
failure to comply will not adversely affect the exclusion of the interest on the Bonds from gross 
income for federal income tax purposes. 

Discharge of Indenture 

When all the Bonds and all fees and charges accrued and to accrue of the Trustee and the 
Paying Agent have been paid or provided for, and when proper notice has been given to the 
Bondholders or the Trustee that the proper amounts have been so paid or provided for, and if the 
Issuer is not in default in any other respect under the Indenture, the Indenture shall become null 
and void. The Bonds will be deemed to have been paid and discharged when there have been 
irrevocably deposited with the Trustee moneys sufficient to pay the principal, premium, if any, 
and accrued interest on such Bonds to the due date (whether such date be by reason of maturity 
or upon redemption) or, in lieu thereof, Governmental Obligations have been deposited which 
mature in such amounts and at such times as will provide the funds necessary to so pay such 
Bonds, and when all reasonable and necessary fees and expenses of the Trustee and the Paying 
Agent have been paid or provided for. 
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Notwithstanding anything to the contrary, if any Bonds are rated by a rating service, no 
such Bonds will be deemed to have been paid and discharged by reason of any deposit pursuant 
to the Indenture, unless each such rating service has confirmed in writing to the Trustee that its 
rating will not be withdrawn or lowered as a result of any such deposit. 

So long as the Company owes any amounts to the Credit Facility Issuer, if any, pursuant 
to the Reimbursement Agreement: (A) the lien of the Indenture may not be discharged; (B) such 
Credit Facility Issuer shall be subrogated to the extent of such ainounts owed by the Company to 
such Credit Facility Issuer to all rights of the Bondholders to enforce the payment of the Bonds 
fiom the revenues and all other rights of the Bondholders under the Bonds, the Indenture and the 
Loan Agreement; (C) the Bondholders will be deemed paid to the extent of money drawn by the 
Trustee under the Credit Facility; and (D) subject to the Indenture, the Trustee will sign, execute 
and deliver all documents or instriiments and do all things that may be reasonably required by the 
Credit Facility Issuer to effect the Credit Facility Issuer’s subrogation of rights of enforcement 
and remedies set forth in the Indenture. 

Defaults and Remedies 

Each of the following events constitutes an “Event of Default” under the Indenture: 

(a) failure to make payment of any installment of interest on any Bond (i) if 
such Bond bears interest at other than the Long Term Rate, within a period of one 
Business Day froin the due date, and (ii) if such Bond bears interest at the Long Term 
Rate, within a period of five Business Days from the due date; 

(b) failure to make punctual payment of the principal of, or premium, if any, 
on any Bond on the due date, whether at the stated maturity thereof, or upon proceedings 
for redemption, or upon the maturity thereof by declaration or if payment of the purchase 
price of any Bond required to be purchased pursuant to the Indenture is not made when 
such payment has become due and payable; 

(c) failure of the Issuer to perform or observe any other of the covenants, 
agreements or conditions in the Indenture or in the Bonds which failure continues for a 
period of 30 days after written notice by the Trustee, provided, however, that if such 
failure is capable of being cured, but cannot be cured in such 30-day period, it will not 
constitute an event of default under the Indenture if corrective action in respect of such 
failure is instituted within such 30-day period and is being diligently pursued; 

(d) the occurrence of an “event of default” under the Loan Agreement (see 
“Summary of the Loan Agreement - Events of Default”); 

(e) written notice from the Credit Facility Issuer to the Trustee of an event of 
default under the Reimbursement Agreement, by reason of which the Trustee has been 
directed to accelerate the Bonds; or 

(f) if a Credit Facility is then held by the Trustee, on or before the close of 
business on the tenth calendar day following the honoring of a drawing under such Credit 
Facility to pay interest on the Bonds on an Interest Payment Date, written notice froin the 
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Credit Facility Issuer to the Trustee that the interest component of the Credit Facility will 
not be reinstated. 

Upon the occurrence of an Event of Default under clauses (a), (b), (e) or (0 above, the 
Trustee must: (i) declare the principal of all Bonds and interest accrued thereon to be 
iininediately due and payable; (ii) declare all payments under the Loan Agreement to be 
immediately due and payable and enforce each and every other right granted to the Issuer under 
the Loan Agreement for the benefit of the Bondholders; and (iii) if a Credit Facility securing the 
Bonds is in effect, inalte an irninediate drawing under the Credit Facility in accordance with its 
t e rm and deposit the proceeds of such drawing in the Bond Fund pending application to the 
payment of principal of the Bonds, subject to the provisions of the Indenture reserving to the 
Credit Facility Issuer the right to direct default proceedings and providing for termination of 
default proceedings upon certain occurrences. 

Interest on the Bonds will cease to accrue on the date of issuance of the declaration of 
acceleration of payment of principal and interest on the Bonds. 

In exercising such rights, the Trustee will take any action that, in the judgment of the 
Trustee, would best serve the interests of the registered owners. I-Jpon the occurrence of an 
Event of Default under the Indenture, the Trustee may also proceed to pursue any available 
remedy by suit at law or in equity to enforce the payment of the principal of, premium, if any, 
and interest on the Bonds then outstanding. 

If the Trustee recovers any moneys following an Event of Default, unless the principal of 
the Bonds shall have been declared due and payable, all such moneys shall be applied in the 
following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent, (ii) to the payment of all interest then due on the 
Bonds and (iii) to the payment of unpaid principal and premium, if any, of the Bonds. If the 
principal of the Bonds has become due or has been accelerated, such moneys shall be applied in 
the following order: (i) to the payment of the fees, expenses, liabilities and advances incurred or 
made by the Trustee and the Paying Agent and (ii) to the payment of principal of and interest 
then due and unpaid on the Bonds. In each case, however, Trustee and Paying Agent fees or 
costs will not be payable froin moneys derived froin Credit Facility drawings, any reinarketing 
proceeds or inoneys constituting certain Available Moneys under the Indenture. 

No Bondholder may institute any suit or proceeding in equity or at law for the 
enforcement of the Indenture unless an Event of Default has occurred of which the Trustee has 
been notified or is deeined to have notice, and registered owners holding not less than 25% in 
aggregate principal ainount of Bonds then outstanding shall have made written request to the 
Trustee to proceed to exercise the powers granted under the Indenture or to institute such action 
in their own name and the Trustee shall fail or refuse to exercise its powers within a reasonable 
tiine after receipt of indemnity satisfactory to it. 

Any judgment against the Issuer pursuant to the exercise of rights under the Indenture 
shall be enforceable only against specific assigned payments, funds and accounts under the 
Indenture in the hands of the Trustee. No deficiency judginent shall be authorized against the 
general credit of the Issuer. 
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No default under paragraph (c) above shall constitute an Event of Default until actual 
notice is given to the Issuer and the Company by the Trustee, or to the Issuer, the Company and 
the Trustee by the registered owners holding not less than 25% in aggregate principal amount of 
all Bonds outstanding or the Issuer and the Company shall have had thirty days after such notice 
to correct the default and failed to do so. If the default is such that it cannot be corrected within 
the applicable period but is capable of being cured, it will not constitute an Event of Default if 
corrective action is instituted within the applicable period. 

Notwithstanding the foregoing, in addition to the rights of the Trustee and the 
Bondholders to direct proceedings as described above, if a Credit Facility is in effect, for so long 
as such Credit Facility is outstanding and the Credit Facility Issuer is not in default in its duties 
under the Indenture or the Credit Facility, the Credit Facility Issuer issuing will have the absolute 
right to direct all proceedings on behalf of the Bondholders of the Bonds. Additionally, if the 
Event of Default which has occurred is an Event of Default under paragraphs (e) or (f) above, the 
Credit Facility Issiier, if any, will have no right to direct the Trustee or the Bondholders with 
respect to any matters, including remedies, and the holders of a majority in aggregate principal 
amount of the Bonds then outstanding, will have the right, at any time, by an instrument or 
instruments in writing executed and delivered to the Trustee, to direct the time, method and place 
of conducting all proceedings to be taken in connection with the enforcement of the terms and 
conditions of the Indenture, or for the appointment of a receiver or any other proceedings 
hereunder; provided, that such direction shall not be otherwise than in accordance with the 
provisions of law and of the Indenture. 

If an Event of Default has occurred under the Indenture due to failure by the Credit 
Facility Issuer, if any, to honor a properly presented and conforming drawing by the Trustee 
under the Credit Facility then in effect in accordance with the terms thereof, all obligations of the 
Trustee to the Credit Facility Issuer and all rights of such Credit Facility Issuer under the 
Indenture will be suspended until the earlier of the cure of such failure or all of the Bonds have 
been paid in full. 

Waiver of Events of Default 

Except as provided below, the Trustee may in its discretion waive any Event of Default 
under the Indenture and shall do so upon the written request of the registered owners holding a 
majority in principal amount of all Bonds then outstanding. If, after the principal of all Bonds 
then outstanding shall have been declared to be due and payable and prior to any judgment or 
decree for the appointment of a receiver or for the payment of the moneys due shall have been 
entered, (i) the Company has caused to be deposited with the Trustee a slim sufficient to pay all 
matured installments of interest upon all Bonds and the principal of and premium, if any, on any 
and all Bonds which shall have become due otherwise than by reason of such declaration and the 
expenses of the Trustee in connection with such default (with interest thereon as provided in the 
Indenture) and (ii) all Events of Default under the Indenture (other than nonpayment of the 
principal of Bonds due by said declaration) shall have been remedied, then such Event of Default 
shall be deemed waived and such declaration and its consequences rescinded and annulled by the 
Trustee. Such waiver, rescission and annulment shall be binding upon all Bondholders. No such 
waiver, rescission and annulment shall extend to or affect any siibseqiient Event of Default or 
impair any right or remedy consequent thereon. 
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The Trustee may not waive any default under clauses (e) or (f) above unless the Trustee 
has received in writing from the Credit Facility Issuer a written notice of full reinstatement of the 
full amount of the Credit Facility and a written rescission of the notice of the Event of Default. 

Notwithstanding the foregoing, nothing in the Indenture shall affect the right of a 
registered owner to enforce the payment of principal of, premium, if any, and interest on the 
Bonds after the maturity thereof. 

Supplemental Indentures 

The Issuer and the Trustee may enter into indentures supplemental to the Indenture 
without the consent of or notice to, the Bondholders in order (i) to cure any ambiguity or formal 
defect or omission in the Indenture, (ii) to grant to the Trustee, as may lawfully be granted, 
additional rights for the benefit of the Bondholders, (iii) to subject to the Indenture additional 
revenues, properties or collateral, (iv) to permit qualification of the Indenture under any federal 
statute or state blue sky law, (v) to add additional covenants and agreements of the Issuer for the 
protection of the Bondholders or to surrender or limit any rights reserved to the Issuer, (vi) to 
make any modificatiori or change to the Indenture which, in the sole judgment of the Trustee, 
does not adversely affect the Trustee or any Bondholder, (vii) to make amendments to provisions 
relating to federal income tax matters under the Code or other relevant provisions if, in the 
opinion of Bond Counsel, those amendments would not adversely affect the exclusion of the 
interest on the Bonds from gross income for federal income tax purposes, (viii) to make any 
modifications or changes to the Indenture necessary to provide the securing of a Credit Facility 
or Alternate Credit Facility or any liquidity or credit support of any kind for the security of the 
Bonds (including without limitation any line of credit, letter of credit, guaranty agreement or 
insurance coverage), including any modifications of the Indenture or the Agreement necessary to 
upgrade or maintain the then applicable ratings on the Bonds; or (ix) to permit the issuance of the 
Bonds in other than book-entry-only form or to provide changes to or for the book-entry system. 

Subject to the consent of the Credit Facility Issuer, if any, exclusive of supplemental 
indentures for the purposes set forth in the preceding paragraph, the consent of registered owners 
holding a majority in principal amount of all Bonds then outstanding is required to approve any 
supplemental indenture, except no such supplemental indenture shall permit, without the consent 
of all of the registered owners of the Bonds then outstanding, (i) an extension of the maturity of 
the principal of or the interest on any Bond issued under the Indenture or a reduction in the 
principal amount of any Bond or the rate of interest or time of redemption or redemption 
premium thereon, (ii) a privilege or priority of any Bond or Bonds over any other Bond or 
Bonds, (iii) a reduction in the principal amount of the Bonds required for consent to such 
supplemental indenture or (iv) the deprivation of any registered owners of the lien of the 
Indenture. 

If at any time the Issuer shall request the Trustee to enter into any supplemental indenture 
requiring the consent of the registered owners of the Bonds, the Trustee, upon being 
satisfactorily indemnified with respect to expenses, must notify all such registered owners. Such 
notice shall set forth the nature of the proposed supplemental indenture and shall state that copies 
thereof are on file at the principal office of the Trustee for inspection. If, within sixty days (or 
such longer period as shall be prescribed by the Issuer or the Company) following the mailing of 
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such notice, the registered owners holding the requisite ainount of the Bonds outstanding shall 
have consented to the execution thereof, no Bondholder shall have any right to object or question 
the execution thereof. 

No supplemental indenture shall become effective unless the Company consents to the 
execution and delivery of such suppleinental indenture. The Company shall be deemed to have 
consented to the execution and delivery of any supplemental indenture if the Trustee does not 
receive a notice of protest or objection signed by the Company on or before 4 3 0  pin., local time 
in the city in which the principal office of the Trustee is located, on the fifteenth day after the 
mailing to the Company of a notice of the proposed changes and a copy of the proposed 
supplemental indenture. 

Notwithstanding the foregoing, any Supplemental Indenture that requires the consent of 
the Bondholders that (i) is to become effective while a Credit Facility is in place or while any 
amounts are outstanding under any Reiinbmeinent Agreement and (ii) adversely affects the 
Credit Facility Issuer will not become effective unless and until the Credit Facility Issuer 
consents in writing to the execution and delivery of such supplemental Indenture. 

Cancellation of Credit Facility; Delivery of Alternate Credit Facility 

The Trustee will, at the written direction of the Company but subject to the conditions 
described in this paragraph and the receipt of an Opinion of Bond Counsel stating that the 
cancellation of such Credit Facility is authorized under the Indenture and under the Act and will 
not adversely affect the exclusion from gross income of interest on the Bonds for federal income 
tax purposes, cancel any Credit Facility in accordance with the terins thereof which cancellation 
may be without substitution therefor or replacement thereof; provided, that any such cancellation 
will not become effective, surrender of such Credit Facility will not take place and that Credit 
Facility will not terminate, in any event, until (i) payment by the Credit Facility Issuer has been 
made for any and all drawings by the Trustee effected on or before such cancellation date 
(including, if applicable, any drawings for payment of the purchase price of Bonds to be 
purchased pursuant to the Indenture in connection with such cancellation) and (ii) if the Bonds 
are in an Long Term Rate Period, only if the then current Long Term Rate Period for the Bonds 
is ending on, or the Bonds are subject to optional redemption on, the Interest Payment Date 
immediately preceding the date of such cancellation. Upon written notice given by the Company 
to the Trustee at least 20 days (35 days if the Bonds are bearing interest at the Long Term Rate) 
prior to the date of cancellation of any Credit Facility of such cancellation and the effective date 
of such cancellation, the Trustee will surrender such Credit Facility to the Credit Facility Issuer 
by which it was issued on or promptly after the effective date of such cancellation in accordance 
with its terms; provided, that such notice will not be given in any event, if the purchase price of 
any Bonds to be purchased pursuant to the Indenture in connection with such cancellation 
includes any premium unless the Company has certified in such notice that the Trustee can draw 
under a Credit Facility (other than any Alternate Credit Facility being delivered in connection 
with such cancellation) on the purchase date related to such purchase of Bonds in an aggregate 
ainount sufficient to pay the premium due upon such purchase of Bonds on such purchase date. 
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The Company may, at its option, provide for the delivery to the Trustee of an Alternate 
Credit Facility in replacement of any Credit Facility then in effect. At least 20 days (35 days if 
the Interest Rate on the Bonds is a Long Term Rate) prior to the date of delivery of an Alternate 
Credit Facility to the Trustee, the Company must give notice, which notice will also be given to 
the Reinarlteting Agent, of such replacement to the Trustee, together with an Opinion of Bond 
Counsel to the effect that the delivery of such Alternate Credit Facility to the Trustee is 
authorized under the Indenture and the Act and complies with the terms thereof and that the 
delivery of such Alternate Credit Facility will not adversely affect the exclusion from gross 
income of interest on the Bonds for federal income tax purposes. The Trustee will then accept 
such Alternate Credit Facility and surrender the previously held Credit Facility, if any, to the 
previous Credit Facility Issuer for cancellation promptly on or after the 5th day after the 
Alternate Credit Facility becomes effective; provided, however, that such Alternate Credit 
Facility must become effective on an Interest Payment Date and, if the Bonds are in a Long Term 
Rate Period, such Alternate Credit Facility may only become effective on either the last Interest 
Payment Date for such Long Term Rate Period or an Interest Payment Date on which the Bonds 
are subject to optional redemption. The notice given to the Trustee shall also be given to the 
Issuer, the then current Credit Facility Issuer, Moody’s, if the Bonds are then rated by Moody’s, 
and S&P, if the Bonds are then rated by S&P; provided that the notice will not be given if the 
purchase price of any Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation includes any premium unless the Company has certified in such notice that the 
Trustee can draw under a Credit Facility then in effect on the purchase date related to such 
purchase of Bonds in an aggregate amount sufficient to pay the premium due upon such purchase 
of Bonds on such purchase date and until payment under the Credit Facility to be surrendered 
shall have been made for any and all drawings by the Trustee effected on or before the date of 
such surrender for cancellation (including, if applicable, any drawings for payment of the 
purchase price of Bonds to be purchased pursuant to the Indenture in connection with such 
cancellation). 

Any Alternate Credit Facility delivered to the Trustee must be accompanied by an 
opinion of counsel to the issuer or provider of such Credit Facility stating that such Credit 
Facility is a legal, valid, binding and enforceable obligation of such issuer or obligor in 
accordance with its terms. 

The Bonds will be subject to mandatory tender for purchase on the date of Cancellation of 
a Credit Facility and on the date of the delivery of an Alternate Credit Facility. See “Summary 
of the Bonds - Mandatory Purchases of Bonds.” 

Enforceability of Remedies 

The remedies available to the Trustee, the Issuer and the owners upon an event of default 
under the Loan Agreement or the Indenture are in many respects dependent upon judicial actions 
which are often subject to discretion and delay. Under existing constitutional and statutory law 
and judicial decisions, the remedies specified by the Loan Agreement or the Indenture may not 
be readily available or may be limited. The various legal opinions to be delivered concurrently 
with the delivery of the Bonds will be qualified as to the enforceability of the various legal 
instruments by limitations imposed by principles of equity, bankruptcy, reorganization, 
insolvency, moratorium or other similar laws affecting the rights of creditors generally. 
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Reoffering 

Subject to the terms and conditions of the Remarketing and Bond Purchase Agreement 
(the “Remarketing Agreement”), between the Company and Morgan Stanley & Co. Incorporated, 
as Remarketing Agent, the Remarketing Agent has agreed to purchase and reoffer the Bonds 
delivered to the Paying Agent for purchase, at a price equal to 100% of the principal amount of 
the Bonds, plus accrued interest (if any), and in connection therewith will receive compensation 
in the amount of $32,250, plus reimbursement of certain expenses. Under the terms of the 
Remarketing Agreement, the Company has agreed to indemnify the Remarketing Agent against 
certain civil liabilities, including liabilities under federal securities laws. 

In the ordinary course of their business, the Remarketing Agent and certain of its 
affiliates, have engaged, and may in the fiiture engage, in investment banking or commercial 
banking transactions with the Company. 

Tax Treatment 

On May 19, 2000, the date of original issuance and delivery of the Bonds, Bond Counsel 
delivered its opinion stating that under existing law, including current statutes, regulations, 
administrative rulings and official interpretations, subject to the qualifications and exceptions set 
forth below, interest on the Bonds will be excluded froin the gross income of the recipients 
thereof for federal income tax purposes, except that no opinion will be expressed regarding such 
exclusion from gross income with respect to any Bond during any period in which it is held by a 
“substantial user” of the Project or a “related person” as such terms are used in Section 147(a) of 
the Code. Interest on the Bonds will be an item of tax preference in determining alternative 
minimum taxable income for individuals and corporations under the Code. Bond Counsel 
further opined that, subject to the assumptions stated in the preceding sentence, (i) interest on the 
Bonds would be excluded from gross income of the owners thereof for Kentucky income tax 
purposes and (ii) the Bonds would be exempt from all ad valorem taxes in Kentucky. Such 
opinion has not been updated as of the date hereof and no continuing tax exemption opinion is 
expressed by Bond Counsel. 

Bond Counsel also will deliver an opinion in connection with this reoffering to the effect 
that the delivery of the Letter of Credit (i) is authorized or permitted by Sections 103.200 to 
103.285, inclusive, of the Kentucky Revised Statutes (the “Act”) and the Indenture and (ii) will 
not adversely affect the validity of the Bonds or any exclusion froin gross income of interest on 
the Bonds for federal income tax purposes to which interest on the Bonds would otherwise be 
entitled. 

The opinions of Bond Counsel as to the excludability of interest from gross income for 
federal income tax purposes were based upon and assumed the accuracy of certain 
representations of facts and circumstances, including with respect to the Project, which were 
within the knowledge of the Company and compliance by the Company with certain covenants 
and undertakings set forth in the proceedings authorizing the Bonds which are intended to assure 
that the Bonds are and will remain obligations the interest on which is not includable in gross 
income of the recipients thereof under the law in effect on the date of such opinion. Bond 
Counsel did not independently verify the accuracy of the certifications and representations made 
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by the Company and the Issuer. On the date of the opinion and subsequent to the original 
delivery of the Bonds on May 19, 2000, such representations of facts and circumstances must be 
accurate and such covenants and undertakings must continue to be complied with in order that 
interest on the Bonds be and remain excludable froin gross income of the recipients thereof for 
federal income tax purposes under existing law. Bond Counsel expressed no opinion 
(i) regarding the exclusion of interest on any Bond froin gross income for federal income tax 
purposes on or after the date on which any change, including any interest rate conversion, 
permitted by the documents other than with the approval of Bond Counsel is taken which 
adversely affects the tax treatment of the Bonds or (ii) as to the treatment for purposes of federal 
income taxation of interest on the Bonds upon a Determination of Taxability. 

Bond Counsel further opined that the Code prescribed a number of qualifications and 
conditions for the interest on state and local government obligations to be and to remain 
excluded from gross income for federal income tax purposes, some of which, including 
provisions for potential payments by the Issuers to the federal government, require future or 
continued compliance after issuance of the Bonds in order for the interest to be and to continue 
to be so excluded from the date of issuance. Noncompliance with certain of these requirements 
by the Company or the Issuer with respect to the Bonds could came the interest on the Bonds to 
be included in gross income for federal income tax purposes and to be subject to federal income 
taxation retroactively to the date of their issuance. The Company and the Issuer each covenanted 
to take all actions required of each to assure that the interest on the Bonds shall be and remain 
excluded from gross income for federal income tax purposes, and not to take any actions that 
would adversely affect that exclusion. 

The opinion of Bond Counsel as to the exclusion of interest on the Bonds from gross 
income for federal income tax purposes and federal tax treatment of interest on the Bonds was 
subject to the following exceptions and qualifications: 

(a) The Code also provides for a “branch profits tax” which subjects to tax, at 
a rate of 30%, the effectively connected earnings and profits of a foreign corporation 
which engages in a IJnited States trade or business. Interest on the Bonds would be 
includable in the amount of effectively connected earnings and profits and thus would 
increase the branch profits tax liability. 

(b) The Code also provides that passive investment income, including interest 
on the Bonds, may be subject to taxation for any S corporation with Subchapter C 
earnings and profits at the close of its taxable year if greater than 25% of its gross 
receipts is passive investment income. 

Except as stated above, Bond Counsel expressed no opinion as to any federal or 
Kentucky tax consequences resulting from the receipt of interest on the Bonds. 

Owners of the Bonds should be aware that the ownership of the Bonds may result in 
collateral federal income tax consequences. For instance, the Code provides that property and 
casualty insurance companies will be required to reduce their loss reserve deductions by 15% of 
the tax-exempt interest received on certain obligations, such as the Bonds, acquired after August 
7, 1986. (For purposes of the iininediately preceding sentence, a portion of dividends paid to an 
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affiliated insurance company may be treated as tax-exempt interest.) The Code fbrther provides 
for the disallowance of any deduction for interest expenses incurred by banks and certain other 
financial institutions allocable to carrying certain tax-exempt obligations, such as the Bonds, 
acquired after August 7, 1986. The Code also provides that, with respect to taxpayers other than 
such financial institutions, such taxpayers will be unable to deduct any portion of the interest 
expenses incurred or continued to purchase or carry the Bonds. The Code also provides, with 
respect to individuals, that interest on tax-exempt obligations, including the Bonds, is included in 
modified adjusted gross income for purposes of determining the taxability of social security and 
railroad retirement benefits. Furthermore, the earned income tax credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of Section 32 of 
the Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the 
calculation of disqualified income. Prospective purchasers of the Bonds should consult their 
own tax advisors regarding such matters and any other tax consequences of holding the Bonds. 

From time to time, there are legislative proposals in Congress which, if enacted, could 
alter or amend one or inore of the federal tax matters referred to above or could adversely affect 
the market value of the Bonds. It cannot be predicted whether or in what form any such proposal 
might be enacted or whether, if enacted, it would apply to obligations (such as the Bonds) issued 
prior to enactment. 

The opinion of Bond Counsel relating to the reoffering of the Bonds in substantially the 
form in which it is expected to be delivered on the Reoffering Date, redated to the Reoffering 
Date, is attached as Appendix B-2. 

Legal Matters 

Certain legal matters in connection with the reoffering of the Bonds will be passed upon 
by Stoll Keenon Ogden PLLC, L,ouisville, Kentucky, Bond Counsel. Certain legal matters 
pertaining to the Company will be passed upon by Jones Day, Chicago, Illinois, and John R. 
McCall, Esq., Executive Vice President, General Counsel, Corporate Secretary and Chief 
Compliance Officer of the Company. Winston & Strawn LLP, Chicago, Illinois, will pass upon 
certain legal matters for the Remarketing Agent. 

Continuing Disclosure 

Because the Bonds are special and limited obligations of the Issuer, the Issuer is not an 
“obligated person” for purposes of Rule I5c2-12 (the “Rule”) proinulgated by the SEC under the 
Exchange Act, and does not have any continuing obligations thereunder. Accordingly, the Issuer 
will not provide any continuing disclosure information with respect to the Bonds or the Issuer. 

In order to enable the Reinarketing Agent to coinply with the requirements of the Rule, 
the Company has covenanted in a continuing disclosure undertaking agreement delivered to the 
Trustee for the benefit of the holders of the Bonds (the “Continuing Disclosure Agreement”) to 
provide certain continuing disclosure for the benefit of the holders of the Bonds. IJnder its 
Continuing Disclosure Agreement, the Company has covenanted to take the following actions: 

(a) The Company will provide to each nationally recognized municipal 
securities information repository (“NRMSIR”), recognized by the SEC pursuant to the 
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Rule, and the state information depository, if any, of the Coininonwealth of Kentucky (a 
“SID’ and, together with the NRMSIR, a “Repository”) recognized by the SEC 
(1) annual financial information of the type set forth in Appendix A to this Reoffering 
Circular (including any information incorporated by reference therein) and (2) audited 
financial statements prepared in accordance with generally accepted accounting 
principles, in each case not later than 120 days after the end of the Company’s fiscal year. 

(b) The Company will file in a timely manner with each NRMSIR or the 
Municipal Securities Rulemalting Board, and with the SID, if any, notice of the 
occurrence of any of the following events (if applicable) with respect to the Bonds, if 
material: (i) principal and interest payment delinquencies; (ii) non-payment related 
defaults; (iii) any unscheduled draws on debt service reserves reflecting financial 
difficulties; (iv) unscheduled draws on credit enhancement facilities reflecting financial 
difficulties; (v) substitution of credit or liquidity providers, or their failure to perform; 
(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds; 
(vii) modifications to rights of the holders of the Bonds; (viii) the giving of notice of 
optional or unscheduled redemption of any Bonds; (ix) defeasance of the Bonds or any 
portion thereof; (x) release, substitution, or sale of property securing repayment of the 
Bonds; and (xi) rating changes with respect to the Bonds or the Company or any 
obligated person, within the meaning of the Rule. 

(c) The Company will file in a timely manner with each Repository notice of 
a failure by the Company to file any of the notices or reports referred to in paragraphs (a) 
and (b) above by the due date. 

The Company may amend its Continuing Disclosure Agreement (and the Trustee shall 
agree to any amendment so requested by the Company that does not change the duties of the 
Trustee thereunder) or waive any provision thereof, but only with a change in circumstances that 
arises from a change in legal requirements, change in law, or change in the nature or status of the 
Company with respect to the Bonds or the type of business conducted by the Company; 
provided that the undertaking, as amended or following such waiver, would have coinplied with 
the requirements of the Rule on the date of issuance of the Bonds, after taking into account any 
amendments to the Rule as well as any change in circumstances, and the amendment or waiver 
does not materially impair the interests of the holders of the Bonds to which such undertaking 
relates, in the opinion of the Trustee or counsel expert in federal securities laws acceptable to 
both the Company and the Triistee, or is approved by the Beneficial Owners of a majority in 
aggregate principal ainount of the outstanding Bonds. The Company acknowledges that its 
undertakings pursuant to the Rule described under this heading are intended to be for the benefit 
for the holders of the Bonds and shall be enforceable by the holders of those Bonds or by the 
Trustee on behalf of such holders. Any breach by the Company of these undertakings pursuant 
to the Rule will not constitute an event of default under the Indenture, the Loan Agreement or the 
Bonds. 
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This Reoffering Circular has been duly approved, executed and delivered by the 
Company. 

KENTUCKY LJTILITIES COMPANY 

By: /s/ Daniel I<. Arbough 
Daniel K.  Arbough 
Treasurer 
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APPENDIX B-1 

Opinion of Bond Counsel dated May 19,2000 relating to the Bonds 



A'ITORJSEYS AT h W  
1730 MEIDINGLR TOWER 

462 SOUTH FOURTH AVENUE 

I,OUTSVXLLE, KENTUCKY 40202-3413 

2 8  WEST FIFTH STREET 

COVINOTON, KENTUCKY 4 1 0 1 1  

~OVnVOl'OiV OFF'IGE 
1606) 491-0712 

TELECOPIER (606~.491-0187 

May 19,2000 

Re: $12,900,000 County of Mercer, Kentucky, Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A (Kentucky Utilities Company Project) 

We hereby certify that we have examined certified copies of the proceedings of record of the 
County of Mercer, Kentucky (the "County"), acting by and through its Fiscal Court as its duly 
authorized governing body, preliminary to and in connection with the issuance by the County of its 
Solid Waste Disposal Facility Revenue Bonds, 2000 Series A (Kentucky Utilities Company Project), 
dated the date of the Bonds, in the aggregate principal amount of $12,900,000 (the "Bonds"). The 
Bonds will be issued under the provisions of Sections 103.200 to 103.285, inclusive, of the Kentucky 
Revised Statutes (the "Act"), for the purpose ofproviding funds which will be used, with other funds 
provided by Kentucky lJtilities Company (the "Company") for the current refimding of $1 2,900,000 
aggregate principal amount of the County's Collateralized Solid Waste Disposal Facility Revenue 
Bonds (Kentucky Utilities Company Project) 1990 Series A, dated May 1 , 1990 (the "Prior Bonds"), 
the proceeds of which were Ioaned to the Company to finance the construction of solid waste 
disposal facilities to serve the Brown Generating Station of the Company in Mercer County, 
Kentucky ("the Project") in order to provide for the collection, storage, treatment, processing and 
final disposal of solid waste, as provided by the Act . 

The Bonds bear interest initially at the Dutch Auction Rate, as defined in the Indenture, 
hereinafter described, subject to change as provided in such Indenture. The Bonds will be subject 
to optional and mandatory redemption prior to maturity at the times, in the manner and upon the 
terms set forth in each of the Bonds. From such examination of the proceedings of the Fiscal Court 
of the County referred to above and from an examination of the Act, we are of the opinion that the 
County is duly authorized and empowered to issue the Bonds under the laws of the Commonwealth 
of Kentucky now in force. 

We have examined an executed counterpart of a certain Loan Agreement, dated as of May I , 
2000 (the "Loan Agreement"), between the County and the Company and a certified copy of the 
proceedings of record of the Fiscal Court of the County preliminary to and in connection with the 
execution and delivery of the Loan Agreement, pursuant to which the County has agreed to issue the 
Bonds and to lend the proceeds thereof to the Company to provide funds to pay and discharge, with 
other funds provided by the Company, the Prior Bonds and the Company has agreed to make Loan 
payments to the Trustee at times and in amounts fully adequate to pay maturing principal of, interest 
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Solid Waste Disposal Facility Revenue Bonds, 
2000 Series A (Kentucky Utilities Company Project) 
May 19,2000 
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on and redemption premium, if any, on the Bonds as same become due and payable. From such 
examination, we are of the opinion that such proceedings of the Fiscal Court of the County show 
lawfbl authority for the execution and delivery of the Loan Agreement; that the Loan Agreement has 
been duly authorized, executed and delivered by the County; and that the Loan Agreement is a legal, 
valid and binding obligation of the County, enforceable in accordance with its terms, subject to the 
qualification that the enforcement thereof may be limited by laws relating to bankruptcy, insolvency 
or other similar laws affecting creditors’ rights generally, including equitable provisions where 
equitable remedies are sought. 

We have also examined an executed counterpart of a certain Indenture of Trust, dated as of 
May I , 2000 (the ”Indenture”), by and between the County and The Bank of New York, New York, 
New York, as trustee (the “Trustee”), securing the Bonds and setting forth the covenants and 
undertakings of the County in connection with the Bonds and a certified copy of the proceedings of 
record of the Fiscal Court of the County preliminary to and in connection with the execution and 
delivery of the Indenture. Pursuant to the Indenture, certain of the County’s rights under the Loan 
Agreement, including the right to receive payments thereunder, and all moneys and securities held 
by the Trustee in accordance with the Indenture (except moneys and securities in the Rebate Fund 
created thereby) have been assigned to the Trustee, as security for the holders of the Bonds. From 
such examination, we are of the opinion that such proceedings of the Fiscal Court of the County 
show lawful authority for the execution and delivery of the Indenture; that the Indenture has been 
duly authorized, executed and delivered by the County; and that the Indenture is a legal, valid and 
binding obligation upon the parties thereto according to its terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankruptcy, insolvency or other similar laws 
affecting creditors’ rights generally, including equitable provisions where equitable remedies are 
sought. 

In our opinion the Bonds have been validly authorized, executed and issued in accordance 
with the laws of the Commonwealth of Kentucky now in full force and effect, and constitute legal, 
valid and binding special obligations of the County entitled to the benefit of the security provided 
by the Indenture and enforceable in accordance with their terms, subject to the qualification that the 
enforcement thereof may be limited by laws relating to bankniptcy, insolvency or other similar laws 
affecting creditors’ rights generally, including equitable provisions where equitable remedies are 
sought. The Bands are payable by the County solely and only from payments and other amounts 
derived from the Loan Agreement and as provided in the Indenture. 
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In our opinion, under existing laws, including current statutes, regulations, administrative 
rulings and officiaI interpretations by the Internal Revenue Service, subject to the exceptions and 
qualifications contained in the succeeding paragraph, interest on the Bonds is excluded from the 
gross income of the recipients thereof for federal income tax purposes, except that no opinion is 
expressed regarding such exclusion from gross income with respect to any Bond during any period 
in which it is held by a "substantial user" of the Project or a "related person," as such terms are used 
in Section 147(a) of the Internal Revenue Code of 1986, as amended (the "Code"). Interest on the 
Bonds is an item of tax preference in determining alternative minimum taxable income for 
individuals and corporations under the Code. In arriving at this opinion, we have relied upon 
representations, factual statements and certifications ofthe Company with respect to certain material 
facts which are solely within the Company's knowledge in reaching our conclusion, inter alia, that 
all ofthe proceeds of the Prior Bonds were used to finance solid waste disposal facilities qualified 
for financing under Section 142(a)(6) of the Internal Revenue Code of 1986, as amended. Further, 
in arriving at the opinion set forth in this paragraph as to the exclusion from gross income of interest 
on the Bonds, we have assumed and this opinion is conditioned on, the payment and discharge of 
the Prior Bonds on or before the 90th day from the date of issuance of the Bonds, and the accuracy 
of and continuing compliance by the Company and the County with representations and covenants 
set forth in the Loan Agreement and the Indenture which are intended to assure compliance with 
certain tax-exempt interest provisions of the Code. Such representations and covenants must be 
accurate and must be complied with subsequent to the issuance of the Bonds in order that interest 
on the Bonds be excluded from gross income for federal income tax purposes. Failure to comply 
with certain of such representations and covenants in respect ofthe Bonds subsequent to the issuance 
of the Bonds could cause the interest thereon to be included in gross income for federal income tax 
purposes retroactively to the date of issuance of the Bonds. We express no opinion (i) regarding the 
exclusion of interest on any Bond from gross income for federal income tax purposes on or after the 
date on which any change, including any interest rate conversion, permitted by the documents with 
the approval of bond counsel (other than this firm) is taken which adversely affects the tax treatment 
ofthe Bonds or (ii) as to the treatment for purposes of federal income taxation of interest on the 2000 
Bonds upon a Determination of Taxability. We are krther of the opinion that interest on the Bonds 
is excluded from gross income of the recipients thereof for Kentucky income tax purposes and that 
the Bonds are exempt from ad valorem taxation by the Commonwealth of Kentucky and all political 
subdivisions thereof. 

Our opinion as to the exclusion of interest on the Bonds from gross income for federal income 
tax purposes and federal tax treatment of interest on the Bonds is subject to the following exceptions 
and qualifications: 
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(a) The Code provides for a "branch profits tax'' which subjects to tax, at a rate of 30%, the 
effectively connected earnings and profits of a foreign corporation which engages in a United States 
trade or business. Interest on the Bonds would be includable in the amount of effectively connected 
earnings and profits and thus would increase the branch profits tax liability. 

(b) The Code also provides that passive investment income, including interest on the Bonds, 
may be subject to taxation for any S corporation with Subchapter C earnings and profits at the close 
of its taxable year if greater than 25% of its gross receipts is passive investment income. 

Except as stated above, we express no opinion as to any federal or Kentucky tax 
consequences resulting from the receipt of interest on the Bonds. 

Holders of the Bonds should be aware that the ownership of the Bonds may result in collateral 
federal income tax consequences. For instance, the Code provides that, for taxable years beginning 
after December 3 1,1986, property and casualty insurance companies will be required to reduce their 
loss reserve deductions by 15% of the tax-exempt interest received on certain obligations, such as 
the Bonds, acquired after August 7, 1986. (For purposes of the immediately preceding sentence, a 
portion of dividends paid to an affiliated insurance company may be treated as tax-exempt interest.) 
The Code further provides for the disallowance of any deduction for interest expenses incurred by 
banks and certain other financial institutions allocable to carrying certain tax-exempt obligations, 
such as the Bonds, acquired after August 7, 1986. The Code also provides that, with respect to 
taxpayers other than such financial institutions, such taxpayers will be unable to deduct any portion 
of the interest expenses incurred or continued to purchase or carry the Bonds. The Code also 
provides, with respect to individuals, that interest on tax-exempt obligations, including the Bonds, 
is included in modified adjusted gross income for purposes of determining the taxability of social 
security and railroad retirement benefits. Furthermore, the earned income credit is not allowed for 
individuals with an aggregate amount of disqualified income within the meaning of section 32 of the 
Code, which exceeds $2,200. Interest on the Bonds will be taken into account in the calculation of 
disqualified income. 

We have received opinions of John R. McCall, Esq., General Counsel of the Company and 
Gardner, Carton & Douglas, Chicago, Illinois, counsel to the Company, of even date herewith. In 
rendering this opinion, we have relied upon said opinions with respect to the matters therein. We 
have also received an opinion of even date herewith of Hon. Douglas Greenburg, County Attorney 
of the County, and relied upon said opinion with respect to the matters therein. Said opinions are 
in forms satisfactory to us as to both scope and content. 
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We express no opinion as to the title to, the description of, or the existence or priority of any 
liens, charges or encumbrances on, the Project. 

In rendering the foregoing opinions, we are passing upon only those matters specifically set 
forth in such opinions and are not passing upon the investment quality of the Bonds or the accuracy 
or completeness of any statements made in connection with any sale thereof. The opinions herein 
are expressed as of the date hereof and we assume no obligation to supplement or update such 
opinions to reflect any facts or circumstances that may hereafter come to ow attention or any changes 
in law that may hereafter occur. 

We are members of the Bar of the Commonwealth of Kentucky and do not purport to be 
experts on the laws of any jurisdiction other than the Commonwealth of Kentucky and the United 
States of America, and we express no opinion as to the laws of any jurisdiction other than those 
specified. 

HARPER, FERGUSON & DAVIS 

, 



APPENDIX: B-2 

(Form of Reoffering Opinion of Bond Counsel) 

County of Mercer, Kentucky 
Harrodsburg, Kentucky 40330 

December 17,2008 

The Bank of New York Mellon, 
as Trustee 
West Paterson, New Jersey 07424 

Re: Reoffering of $ 12,900,000 “County of Mercer, Kentucky, Solid Waste Disposal Facility 
Revenue Bonds, 2000 Series A (Kentucky Utilities Company Project)” 

Ladies and Gentlemen: 

This opinion is being fLirnished in accordance with the requirements of the Indenture of 
Trust, dated as of May 1, 2000 (the “Indenture”), between the County of Mercer, Kentucky (the 
“I~suer’~) and The Bank of New York Mellon, as Trustee (the “Trustee”), pertaining to 
$1 2,900,000 principal amount of County of Mercer, Kentucky, Solid Waste Disposal Facility 
Revenue Bonds, 2000 Series A (Kentucky LJtilities Company Project), dated May 19, 2000 (the 
“Bonds”), in order to satisfy certain requirements of the Indenture. Pursuant to the authority of 
the Indenture and an ordinance adopted by the Issuer, the Company is terminating a municipal 
bond insurance policy insuring the Bonds and simultaneously delivering a letter of credit to the 
Trustee for the benefit of the Bondholders. The terms used herein denoted by initial capitals and 
not otherwise defined shall have the meanings specified in the Indenture. 

We have examined the law and such documents and matters as we have deemed 
necessary to provide this opinion. As to questions of fact material to the opinions expressed 
herein, we have relied upon the provisions of the Indenture and related documents, and upon 
representations made to LIS without undertaking to verify the same by independent investigation. 

Based upon the foregoing, as of the date hereof, we are of the opinion that the delivery of 
a letter of credit and the reoffering of the Bonds as described herein (a) is authorized or permitted 
by the Act and the Indenture and (b) will not adversely affect the validity of the Bonds or any 
exclusion from gross income for federal income tax purposes to which interest on the Bonds 
would otherwise be entitled. Interest on the Bonds is not and will not be excluded from gross 
income during any period when the Bonds are held by the Company or a “related person” of the 
Company as defined in Section 147(a) of the Internal Revenue Code of 1986, as amended. 

In rendering this opinion, we assume, without verifying, that the Issuer and the Company 
have complied and will comply with all covenants contained in the Indenture, the L,oan 
Agreement between the Issuer and the Company, dated May 1, 2000, and other documents 
relating to the Bonds. We rendered our approving opinion at the time of the issuance of the 
Bonds relating to, among other things, the validity of the Bonds and the exclusion froin federal 
income taxation of interest on the Bonds. We have not been requested to update or continue 



such opinion and have not undertaken to do so. Accordingly, we do not express any opinion 
with respect to the Bonds except as set forth above. 

Our opinion represents our legal judgment based upon our review of the law and the facts 
that we deem relevant to render such opinion and is not a guarantee of a result. This opinion is 
given as of the date hereof and we assume no obligation to review or supplement this opinion to 
reflect any facts or circumstances that inay hereafter come to our attention or any changes in law 
that inay hereafter occur. 

We express no opinion herein as to the investment quality of the Bonds or the adequacy, 
accuracy or completeness of any information furnished to any person in connection with any 
offer or sale of the Bonds. 

Respectfblly submitted, 

STOL,L KEENON OGDEN PLLC 



APPENDIX C 

Commerzbank AG, New York Branch 

Commerzbank Aktiengesellschaf? (“Commerzbank” or the “Bank”) is a major German 
private-sector bank. Its products and services for retail and corporate customers extend to all 
aspects of banking. The Bank is also active in specialized fields - partially covered by its 
subsidiaries - such as mortgage banking and real-estate business, leasing and asset management. 
Its services are concentrated on managing customers’ accounts and handling payment 
transactions, loan, savings and investment plans, and also on securities transactions. Additional 
financial services are offered within the framework of the Bank’s “bancassurance” strategy of 
cooperating with leading companies in finance-related sectors, including home loan savings 
schemes and insurance products. The Commerzbank Group’s operating business has been 
categorized into six segments: Private and Business Customers, Mittelstandsbank, Central & 
Eastern Europe, Corporates & Markets, Commercial Real Estate as well as Public Finance and 
Treasury. On August 3 I ,  2008, Coininerzbank announced that Cominerzbank and Allianz SE 
have agreed upon the sale of 100% of Dresdner Bank AG to Commerzbank. The transaction will 
occw in two steps and is expected to be completed by the end of 2009, subject to regulatory and 
antitrust approvals. 

As of September 30, 2008, the Commerzbank Group had total assets of approximately 
595.6 billion euros and total shareholders’ equity of approximately $1 5.257 billion euros. The 
shares of Coinmerzbank are fully paid-up and are in bearer form. They are listed on all seven 
German stock exchanges as well as on the London Stock Exchange and the Swiss Exchange 
based in Zurich. There is also a sponsored-ADR program in the USA. 

In the Federal Republic of Germany (“Germany”), Commerzbank manages a nationwide 
branch network covering all customer segments from its headquarters in Frankfurt am Main. 
Abroad, Coinmerzbank has branches, representative offices and key subsidiaries in 
approximately 50 countries. 

Commerzbank conducts extensive banking business in the United States, concentrating 
primarily in corporate lending, letter of credit and bankers’ acceptance facilities, syndicated loan 
transactions and treasury operations including foreign exchange transactions. Commerzbank has 
branches in New York, Chicago and Los Angeles and has an agency office in Atlanta. 

For fiirther information on the Coinmerzbank Group, a copy of Coinmerzbank’s annual 
report can be obtained by contacting Ms. Karin Rapaglia at 2 World Financial Center, New 
York, New York 1028 1. 

Commerzbank is authorized to conduct general banking business and to provide financial 
services under and, subject to the requirements set forth in, the German Banking Act 
(Kreditwesengesetz). The Bank is subject to comprehensive regulation and supervision by the 
German Financial Services Supervisory Authority (Bundesanstalt fiir 
Finanzdienstleistungsaufsicht) and by the German central bank (Deutsche Bundesbank). The 
European Central Bank regulates Cominerzbank in relation to minimum reserves on deposits. In 
addition, Commerzbank is subject to regulation by the countries in which it operates. 
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The New York Branch of Coininerzbank is licensed by the Superintendent of Banks of 
the State of New York. It is subject to the banking laws of the State of New York and is 
examined annually by the New York State Banking Department. Cominerzbank’s branches in 
Chicago and Los Angeles are subject to similar regulation by the states in which they operate. In 
addition to being subject to state laws and regulations, Commerzbank is also subject to federal 
regulation under the International Banking Act, as amended, (the “IBA”) and, through the IBA, 
the Bank Holding Company Act, as amended, (the “BHCA”). In this regard, the Coininerzbank 
U.S. branches and the Atlanta Agency are also examined annually by the Federal Reserve Banks 
in the states in which they are located. 
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